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INTRODUCTION 

1.  The  following  information,  published  with  ihe  approval  of  the 
'  Bureau  of  Internal  Revenue,  is  furnished  primarily  for  the  assistance 
of  naval  personnel  in  the  preparation  of  Federal  income  tax  returns 
and  computation  of  tax  liabilities  for  the  calendar  year  1944,  as  well 
as  their  declarations  of  estimated  tax  for  1945.  Prior  income  tax  in- 
formation pamphlets,  issued  by  the  Bureau  of  Supplies  and  Accounts, 
under  dates  of  December  18,  1942,  July  12,  1943,  and  February  14, 
1944,  are  still  applicable  with  respect  to  the  preparation  of  retm-ns 
and  computation  of  liabihties  for  calendar  years  1942  and  1943. 

S1S1«8*-M~1  t 


2  FEDERAL  INCOME  ^TAX  INFORMATION 
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6ENEBAL 

2.  Naval  personnel  are  not  excused  from  tiling  Federal  income  tax 
returns  and  declarations  of  estimated  tax,  or  paying  Federal  income 
taxes  solely  by  reason  of  being  a  member  of  the  armed  forces  on  active 
duty.  A  taxpayer's  liability  for  filing  a  1944  tax  return  is  determined 
entirely  on  the  basis  of  his  gross  income  and  without  regard  to  his 
marital  status,  the  number  of  his  dependents,  or  the  amount  of  his 
deductions,  i.e.,  contributions,  taxes,  interest,  medical  expenses,  etc. 
The  due  date  for  filing  returns  and  paying  taxes  depends  upon  the 
location  of  the  taxpayer's  duty  station,  and  in  certain  cases,  whetJher 
or  not  the  taxpayer's  abihty  to  pay  lus  taxes  has  he&i  r^tjkr^sMj jp^m 
paired  by  reason  of  being  in  the  service.  ^  . 

Generally,  the  tax  exemptions,  deductions,  allowances,  and  defer^* 
ments  available  to  a  civilian,  are  also  applicable  to  a  member  of  t^e 
armed  forces.  However,  there  are  mmaerous  provisions  in  the 
revenue  laws  granting  additional  tax  benefits  to  members  of  the 
armed  forces  on  active  duty,  particularly  with  regard  to  the  determi- 
nation of  "gross  income,'*  and,  under  certain  circumstances,  the  time 
for  filing  returns  and  paying  taxes.  The  primary  purposeDf  tibis 
pamphlet  is  to  set  forth  these  particular  rights  md  hme&tR. 

RECORDS  AND  SPSGIAL  RETURNS 

3.  Every  person  liable  for  a  Federal  income  tax  shall  keep  such 
records,  render  such  statements,  make  such  returns,  and  comply  with 
such  rules  and  regulations,  as  the  Commissioner  deems  suffiment  ^  . 
show  whether  or  not  such  person  is  liable  lor  an  income  tax. 

ACCOUNTING  FERIODS 

4.  The  taxable  income  shall  be  computed  on  the  basis  of  the  tax- 
payer's annual  accounting  period,  either  calendar  or  fiscal  year. 

If  the  taxpayer  has  no  accounting  period,  or  does  not  keep  books, 
the  taxable  income  shall  be  computed  on  the  basis  of  the  calendar  year, 
and  the  computation  shall  be  made  in  accordance  with  such  method 
as,  in  the  opinion  of  the  Commissioner,  clearly  reflects  the  income. 

If  a  taxpayer,  with  the  approval  of  the  Commissioner,  changes  his 
accounting  period  from  fiscal  year  to  calendar  year,  from  calendar 
year  to  fiscal  year,  or  from  one  fiscal  year  to  another,  the  taxable 
income  shall  be  computed  on  the  basis  oi  such  new  accounting  period. 
In  suoh  a  case,  the  taxable  income  computed  for  the  ^actionid  part 
of  a  year  shall  be  placed  on  an  annual  basis. 

If  the  taxpayer,  with  the  approval  of  the  Commissioner,  changes  the 
basis  of  computing  taxable  income  from  fiscal  year  to  calendar  year, 
a  separate  return  shall  be  made  for  the  period  between  the  close  of 
the  last  fiscal  year  for  which  return  was  made  and  the  following 
December  31.  If  the  change  is  from  calendar  year  to  fiscal  year, 
a  separate  return  shall  be  made  for  the  peoriod  between  the  close  of 
the  last  calendar  year  for  which  return  was  made  and  the  date  desig- 
nated as  the  close  of  the.  Bacsl  year.  If  the  change  is  from  one  fiscal 
year  to  another  fiscal  year,  a  separate  return  shall  be  made  for  the 
period  between  the  close  of  the  fornix  &icid  yeaar^aadihe  date  design 
nated  as  the  dose     the  new  year. 
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INCOBfE  TAX  RETURNS 

WHO  MUST  FILE 

5.  Income  tax  returns. — Every  individual  citizen  or  resident  of  the 
United  States  (including  a  minor),  whether  single  or  married,  whose 
gross  income  for  the  year  1944  is  $500  or  more,  must  file  a  Federal 
mcome  tax  return.  A  person  with  a  gross  income  of  less  than  $500, 
from  which  taxes  have  been  withheld  at  source,  should  file  a  return 
in  order  to  claim  a  refund  of  the  amount  withheld. 

It  is  important  to  note  that  in  determining  the  amount  of  gross 
income,  certain  income  to  a  member  of  the  armed  forces  is  specifically 
excluded.  For  example:  An  ensign  who  has  a  base  pay  of  $1,800, 
rental  allowance  of  $540,  and  subsistence  allowance  of  $255.50  during 
the  taxable  year,  receives  a  total  of  $2,595.50.  The  rental  allowance, 
the  subsistence  allowance,  and  $1,500  of  base  pay  are  excluded  from 
gross  income,  leaving  but  $300  of  gross  income.  Assuming  this  officcar 
has  no  other  income,  he  would  not  be  required  to  file  a  return. 

It  is  also  important  to  note  that  in  the  case  of  husband  and  wife 
legally  domiciled  in  a  community-property  State  (Arizona,  California, 
Idaho,  Louisiana,  Nevada,  New  Mexico,  Texas,  Washington),  each  is 
generally  liable  for  a  return  with  respect  to  one<-half  of  the  community 
mcome.  For  example:  A  captain  who  has  a  pay  of  $6,000,  rental 
allowance  of  $1,440,  and  subsistence  allowance  of  $511  during  the 
taxable  year,  receives  a  total  of  $7,951.  The  rental  allowance,  the 
subsistence  allowance,  and  $1,500  of  his  pay  are  excluded  from  gross 
income,  leaving  $4,500  of  gross  income.  If  l^ally  domiciled  in  a 
community-*property  State,  husband  and  wife  would  each  be  hable 
for  a  return  wim  respect  to  $2,250  of  the  Navy  income.  There  are 
elective  systems  of  community  property  in  Oklahoma  and  Or^on,  the 
^'ect  of  wldch  for  tax  purposes  has  not  yet  been  settled. 

6.  Information  returns. — All  persons  making  payment  to  another 
person  of  wages  not  subject  to  withholding,  interest,  rent,  or  oUier 
fixed  or  determinable  income,  of  $500  or  more  in  any  calendar  year 
shall  render  a  true  and  acciurate  information  return  to  the  Commis- 
sioner of  Internal  Revenue,  Proces^me  Division,  260  East  One  Hun- 
dred Sixty-firat  Street,  New  York  51,  New  York  (not  to  the  Collector), 
on  or  b^ore  15  February  of  each  year  in  such  form  as  he  may  prescribe, 
settingforth  the  amount  paid,  and  the  name  and  address  of  tile  recipi- 
ent. The  retium  shall  be  made  on  Treasury  Form  1099,  accompanied 
by  Treasury  Form  1096.  For  example:  If  a  person  pays  $500  or  more 
rent  direct  to  the  owner,  he  is  required  to  send  in  the  information 
return;  information  return  is  not  necessary  if  rent  is  paid  to  a  real 
estate  agent,  since  such  agent  is  required  to  file  the  infc^rmation 
return. 

WHEN  TO  FILE 

7.  Income  tax  returns  made  on  the  basis  of  the  calendar  year  shall 
be  filed  on  or  before  the  15t^  day  of  March  following  the  dose  of  the 
c^endar  jesr.  and  returns  made  on  the  basis  of  a  fiscal  year  shall  be 
Med  on  or  before  the  15th  day  of  tiiie  third  month  following  the  dose 
of  the  fisc^  year,  unless  the  due  date  is  otherwise  extended  or  i>08t- 
poned.  The*  faet  that  a  taxpayer  ffled  an  estimate  of  his  income 
tax  and  paid  suck  estimated  tax  during  the  year  (see  sees.  60-66),  or 
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that  his  employer  withheld  the  tax  at  source,  does  not  excuse  him 
from  filing  a  return. 

8.  Po>itponf7nent. — Returns  and  payment  of  taxes  for  the  calendar 
year  1944  from  naval  persoimel  within  the  United  States  are  normally 
due  to  be  filod  on  or  before  15  March  1945,  the  same  as  from  any 
other  taxpayer.  However,  the  due  date  of  any  income  tax  return 
or  payment  thereon,  which  occurs  while  a  member  of  the  armed  forces 
is  inj?  on  sea  or  foreign  service  duty,  is  automatically  postponed 
until  the  15tli  day  of  the  fourth  month  following  the  month  in  which 
such  member  returns  to  the  United  States,  except  that  such  due 
date  may  not  be  postponed  beyond  the  15th  day  of  the  third  month 
followhig  the  month  in  which  the  present  war  is  terminated,  or  the 
month  in  which  an  executor,  administrator,  or  a  conservator  of  the 
estate  of  a  taxpayer  qualifies.  Furthermore,  the  normal  due  date  is 
similarly  postponed  when  it  occurs  within  90  days  ^ter  the  last  day 
of  a  period  of  91  days  or  more  of  contiQuoiis  s^-vice  on  sea  m  fore^ 
service  duty. 

Under  certain  circumstances,  a  member  of  the  armed  forces  .on 
active  duty  may  i>ostpone  the  payment  of  his  tax  until  six  months 
after  the  war  is  over  (see  sec.  58  (a)  ),  but  there  is  no  law  or  regulation 
whidi  authorizes  the  postponement  of  the  due  date  tor  filing  retfuma 
reporting  such  tax  beyc»Mi  1^  period  set  out  in  the  preceding  pBXBr 
gcwhs. 

The  due  date  for  aii  income  tax  return  of  a  civilian  wife  of  a  member 
of  the  armed  forces  is  also  postponed  until  the  postponed  due  date  of 
her  husband,  provided  such  civilian  wife^s  separate  gross  income  is 
less  than  $1,200  dining  the  taxable  year.  If  tJhe  separate  income  of  a 
civilian  wife,  and  her  share  in  coBimunity  income  actually  received 
by  her,  aggregate  $1,200  or  more,  she  must  file  an  income  tax  return 
with  respect  to  such  income  by  the  normal  due  date. 

In  addition  to  the  forgoing,  the  Commissioner  of  Internal  Revenue 
is  authorized  to  grant  a  reasonable  extension  of  time  for  filing  returns 
under  such  rules  and  r^ulations  as  he  shall  prescribe  with  the  ap- 
proral  of  the  Secretary  of  the  Treasury.  Applications  for  such 
extensions  of  time  for  filing  income  tax  returns  should  be  addressed  to 
the  Collector  of  Internal  Revenue  for  the  district  in  which  the  tax- 
payer files  his  returns  and  must  contun  a  full  recital  of  the  causes  for 
dday.  No  such  extension  may  be  granted  for  more  than  six  mont^, 
except  in  the  case  of  taxpayers  who  are  abroad. 

WHAT  TO  FILE 

9.  Income  tax  returns  for  the  calendar  year  1944  filed  by  citizens 
or  residents  of  the  United  States  must  be  made  upon  either  Form  W-2 
(Rev.)  or  on  Form  1040.    Form  1040A  has  been  discontinued. 

10.  Form  W-2  (Rev.)— Form  W-2  Rev.  is  a  withholding  receipt 
furnished  by  an  employer  to  an  employee  showing  the  total  amount 
of  wages  paid  during  the  calendar  year,  and  the  total  amount  of 
Federal  income  tax  withheld  from  such  w  ages.  This  Jorm  may  be 
used  if  taxpayer's  income  was  solely  from  wages,  dividends,  or 
interest,  the  total  of  which  amounted  to  less  than  $5,000,  and  if  not 
more  than  $100  of  it  was  from  a  source  not  subject  to  withholding. 
A  taxpayer  electing  to  use  this  form  will  simply  answer  several  ques- 
tions thereon  and  mail  it  to  the  Collector  oi  Intcgmal  Beve^ue^  ,wiio 
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will  compute  the  tax  (using  the  same  Tax  Table  set  out  in  Section  52), 
and  mail  the  taxpayer  a  bill  for  the  unpaid  diffenme  or  a  r^uod  of 
any  overpayment. 

The  active  service  pay  of  a  member  of  the  armed  forces  is  not 
subject  to  withholding  of  tax  at  source.  Therefore,  naval  personnel 
will  not  be  furnished  a  W-2  form  with  respect  to  such  pay.  Certiun 
retired  pay,  however,  is  subject  to  witkJiolding  of  tax  at  source, 
and  a  W-2  form  will  be  furnished  with  respect  to  it  by  the  oflBce  of 
the  Fi^  Branch,  Bureau  of  Supplies  and  Accouats,  Clevelandi  Chi> 
'  11.  Form  lOJfi. — Taxpayers  who  are  eitl^r  not  authorized  to  use 
the  W-2  form  or  who  do  not  elect  to  do  so,  mvM  file  their  return  on 
Fonn  1040.  Form  1040  is  so  designed  that  the  tax  may  be  found 
by  using  a  table,  which  is  part  of  the  form  (See  Sec.  52),  or  by  making 
a  detailed  computation.  Only  taxpayers  whose  adjusted  gross 
income  is  less  than  $5,000  may  use  the  table.  This  tableautmnatic^y 
allows  for  normal  tax  and  surtax  exemptions  and  for  deductions  of 
approximately  10  percent  of  adjusted  grms  income  in  lieu  of  actual 
deductions  such  as  contributions,  taxes,  interest,  medical  expenses, 
unifonn  equipment,  and  certain  credits.  Taxpayers  who  wish  to 
claim  actual  allowable  deductions  (See  Sees.  29-47),  and  taxpayers 
whose  adjusted  gross  income  is  $5,000  or  more,  must  compute  Uieir 
tax  in  detail. 

12.  Hwkmd  and  wife. — A  husband  and  wife  may  each  file  a  sepa- 
rate return,  or  thay  may  file  a  joint  return,  erm  though  one  had  no 
income  nor  deductions,  provided  neither  is  a  nonrraident  aliea  and 
both  file  on  the  basis  of  the  same  taxable  year.  If  a  joint  return  is 
made,  the  tax  shall  be  computed  on  the  basis  of  the  aggregat3  income, 
and  the  taxpBjers  shall  be  jointly  and  severally  li^e  with  respect 
to  the  tax  so  computed,  and  it  may  be  collected  from  either  of  them. 
The  right  of  husband  and  wife  to  me  a  joint  return  is  dependent  upon 
their  marital  status  on  the  last  day  of  the  taxable  year,  regardless 
of  the  form  or  method  used  in  determining  their  tax  liability. 

A  husband  and  wife  have  a  ri^t  each  year  to  elect  to  file  either  a 
joint  return  or  separitte  returns.  However,  tliat  election,  once  made, 
cannot  be  changed.  Genially,  the  dection  is  made  by  fihng  a 
rotum,  but  in  any  case  where  the  due  date  for  the  filing  of  a  return 
by  one  spouse  is  postponed  by  reason  of  being  on  sea  or  foreign  service 
duty,  a  final  election  may  be  madb  at  any  time  on  or  before  that 
postponed  due  date.  For  example:  Returns  are  normally  due  on  15 
March,  and  on  that  date  a  serviceman  is  on  sea  duty.  His  due  date 
18  automatically  postponed  until  irfter  he  returns  from  sea  duty.  His 
wife,  however,  filed  a  separate  return  witii  respect  to  her  income  on  15 
March.  She  mwr  amend  her  separate  retin-n  and  file  a  joint  return 
witli  her  husband  on  or  before  im  postponed  due  date  if  a  tax  saving 
•  would  inure  to  their  benefit  by  so  doing. 

A  husband  and  wife  will  generally  realize  a  tax  saving  by  filing 
separate  returns  where  Hie  aggregate  net  income  less  surtax  exemp- 
tions pce^  $2,000.  Where,  however,  one  spouse  has  an  adjusted 
gross  inconie  of  less  than  $500,  a  joint  return  should  be  filed  in  order 
to  realize  tiie  full  benefit  of  both  surtax  exemptions. 

If  a  husband  and  wife,  livmg  together  on  the  last  day  of  the  taxable 
year,  file  separate  returns,  and  one  itemizes  actual  allowable  deduc- 
tions, the  other  must  file  his  or  her  return  on  Form  1040  and  also 
itemize  deductions,  i.  e.,  one  may  not  claim  the  benefit  of  the  optional 
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standard  deduction  and  the  other  claim  the  itemized  deductions. 
Both  must  determine  thou*  tax  by  the  same  method.  However,  one 
spouse  may  submit  a  return  on  Form  W-2  and  the  other  spouse  may 
file  a  return  on  Form  1040  if  he  uses  the  Tax  Table  to  find  his  tax  or 
claims  the  optional  standard  deduction  in  the  computation  of  it. 

It  should  be  noted  that  a  joint  return  must  be  signed  by  both 
spouses  or  by  their  authorized  agents.  Therefore,  members  of  the 
armed  forces  on  sea  or  foreign  service  duty  should  consider  the  ad- 
visability of  furnishing  their  spouses  with  a  power  of  attorney  (Treas- 
ury Department  Form  936),  to  file  a  joint  return  in  their  behalf. 
For  example:  If  a  husband  on  sea  or  foreign  service  has  a  gross 
income,  but  less  than  $500,  and  his  wife  is  required  to  file  a  return 
with  respect  to  her  income,  it  will  be  necessary  to  file  a  joint  return 
in  order  to  get  the  full  benefit  of  the  husband's  surtax  exemption. 
The  wife  coiild  not  file  a  joint  return  without  a  power  of  attorney 
from  her  husband  authorizing  her  to  do  so.  It  should  be  noted, 
however,  that  where  a  wife  is  required  to  file  a  return  and  her  husband 
has  no  gross  income,  i.  e.,  his  active  service  pay  is  less  than  $1,500, 
and  he  has  no  income  from  any  other  source,  the  wife  may  claim  her 
husband's  surtax  exemption  in  her  separate  return  by  listing  his 
name  imder  Item  1,  page  1  of  Form  1040,  or  oa  the  hkck  qI  Form 
W-2  (Rev.)  if  that  form  is  used. 

In  this  connection,  it  may  also  be  advisable  to  furnish  a  spouse 
with  the  power  of  attorney  (Treasury  Department  Form  935),  to  file 
a  separate  return  in  his  behalf.  For  example:  In  the  early  part  of 
liie  year  a  husband  estimated  that  his  tax  will  be  $1,000,  and  he  paid 
a  subetantial  portion  of  it,  after  which  he  is  ordered  to  sea  or  foreign 
service  duty.  The  tax  liability  for  the  year,  Iwwever,  develops  to 
be  less  than  the  payments  made.  In  order  to  receive  a  refund  of  the 
overpayment,  it  is  necessary  to  file  a  return.  With  the  proper  power 
of  attorney,  the  wife  could  file  the  return  for  her  husbaod  and  daim 
tbe  i^ond  in  his  behalf. 

HOW  TO  PREPARE  RSTUSNS 

GENEIUL 

13.  Generally  speaking,  an  individual's  income  tax  is  based  upon 
his  **gross  income"  less  his  ^'business  expenses",  '^allowable  deduc- 
tions", ^'exemptions"  and  *'credits". 

Under  the  revenue  laws  apphcable  to  the  calendar  year  1944, 
certain  specified  expenses  (see  sec.  26)  are  subtracted  from  gross 
income  to  find  adjusted  gross  income;  dedu(5tions  (see  sees.  27-47) 
are  subtracted  from  adjusted  gross  income  to  find  net  income;  surtax 
exemptions  (see  sees.  48-50)  are  subtracted  from  net  income  to  find 
surtax  net  income;  and  the  normal  tax  exemption  (see  sec.  51)  is  • 
subtracted  from  net  income  to  find  the  normal  tax  net  income.  The 
sm'tax  rate  schedule  (see  sec.  63)  is  applied  to  the  surtax  net  income, 
and  the  normal  tax  of  3  percent  is  applied  to  the  normal  tax  net 
income.   Tb^  victory  tax  hm  been  repealed.   For  example: 
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Gross  income 
Less:  Business  expenses 

Adjusted  gross  income 
Jjbbb:  Optional  Standard  Deduetion,  or  actual  deductions 

Net  income 
I,ess:  Surtax  exemption 

Surtax  net  income — at  surtax  rates  equals  Surtax 

Net  income 
Less;  Normal  tax  exemption 

Normal  tax  net  income — at  3%  equals  .  Normal  tax 

Total  tax 

£XCLU^ONS  mOU  GnOSS  XNCQMB 

14.  Certain  items  of  income  are  specifically  excluded  from  "gi'oss 
income'',  and  are  not,  therefore,  to  be  shown  on  the  return.  The 
following  items  fall  into  this  category: 

15.  Frimnamlsoureea. — 

(a)  Active  service  pay  up  to  $1,500.  Active  service  pay 
indudes  base,  longevity,  sea  and  fore^  s^vice,  flight,  aad  omer 
special  duty  pay.    This  $1,500  is  not  prorated. 

(6)  Retired  pay  of  persons  retired  hom  the  naval  service  for 
physical  disability  incurred  in  line  of  duty.  This  indudes  tlie 
retired  pay  of  persons  recalled  to  active  duty  subsequent  to 
retirement  for  other  than  phydeal  disability  and  returned  to 
inactive  duty  under  secti<Hi  8  (b)  or  (d)  of  the  Temporary  Pro- 
motion Law  (Public  Law  188— 77th  Congress)  after  incurring 
'    physical  Usability  while  on  swdt  active  duty. 

(c)  Rental  allowance  (Act  of  June  10,  1942);  nor  need  any 
amount  be  reported  on  account  of  quarters,  heat,  and  light  fur- 
nished in  kind. 

(d)  Subsistence  allowance  (Act  of  June  16,  1942), 

(e)  Per  diem  allowance  in  lieu  of  subsistence. 

(/)  Money  allowance  for  quarters  paid  enlisted  men  under  the 
Act  of  October  17,  1942. 

(g)  Commutation  of  rations  (enlisted  men). 

(A)  Rations  furnished  in  kind  to  enlisted  men. 

(?)  Uniform  gratuity  or  allowance  paid  to  officers,  nurses,  or 
enlisted  personnel. 

(j)  Uniforms  furnished  in  kind  to  enlisted  men. 

(k)  Gratuity  pay  (6  mouths'  pay  to  beneficiary  of  a  deceased 
officer  or  enlisted  man). 

(l)  Personal  cash  allowance  received  by  admirals  and  vice 
admirals. 

(m)  Amounts  received  in  reimbursement  for  losses,  sustained 
by  officers,  nurses,  enlisted  men,  and  civil  employees  serving 
under  the  Navy  Department  in  foreign  countries,  due  to  appre- 
ciation of  foreign  currencies  in  relation,  to  the  American  dollar,  as 
authorized  by  the  Act  of  March  26,  1934  (48  Stat.  466),  and  by 
Executive  Order  dated  September  15,  1938,  as  amended, 

(n)  Family  allowances:  Amomits  paid  by  Government  to  wife 
or  dependents  of  enlisted  personnel  are  considered  gifts  or 
gratuities.  Amounts  deducted  from  enlisted  men's  pay  repre- 
sent a  part  of  their  income* 
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(o)  Mustering-out  pay. 

16.  From  other  sources. — 

(a)  Life  insurarice. — ^Amounts  received  under  a  life  insurance 
contract  paid  by  reason  of  the  death  of  the  insured,  whether  in 
a  single  sum  or  otherwise  (but  if  such  amounts  are  held  by  the 
insurer  under  an  agreement  to  pay  interest  tii!^!eon,  tbe  interest 
payments  shall  be  included  in  ^rois  income). 

{b)  Annuities. — Amounts  recep^ed  (except  as  stated  in  (a) 
above)  imder  a  life  insurance  or  endowment  contract,  but  ilf 
such  amounts  (when  added  to  amounts  received  before  the 
taxable  year  imder  such  contract)  exceed  the  a^regate  premiums 
or  consideration  paid  (whether  or  not.  paid  during  the  taxable 
year)  then  the  excess  shall  be  included  in  gross  income.  Amounts 
received  as  an  annuity  under  an  annuity  or  endowment  contract 
shall  be  included  in  gross  income  to  the  extent  of  3  percent  of 
the  cost  of  the  annuity  (the  a^r^ate  premiums  for  consideration 
paid  for  such  annuity^  whether  or  not  pai4  during  such  year), 
until  he  hB&  received  tax-free  imder  this  or  prior  income  tax 
laws  an  amount  equal  to  such  cost;  thereafter  the  annuity  is 
taxable  in  full.  In  the  case  of  a  transfer  for  a  valuable  con- 
sideration, by  assignment  or  otherwise^  of  a  life  insurance,  en- 
dowment, or  annuity  contract,  or  any  mterest  therein,  only  the 
actual  value  of  sudi  consideration  and  the  amount  of  Uie  premi- 
ums and  other  smns  sabsequently  paid  by  the  transferee  shall 
be  exempt  from  taxation  under  (a)  above  or  this  para^aph. 
Where,  however,  the  contract  has  a  basis  for  gain  or  loss  m  the 
han^  of  the  transferee,  determined  in  whole  or  in  part  with 
refer^ice  to  the  transferor's  basis,  the  provisions  of  the  {)receding 
sentence  shall  be  inapplicable  to  taxable  years  beginning  aftw 
December  31,  1940.  (pee  Schedule  A,  Form  1040  for  computar 
tion  of  taxablejportion  of  annuities.) 

(e)  Gifts. — ^The  value  of  property  acquired  by  gift,  bequest, 
devise,  or  inhmtance.  However,  tibe  income  from  sudi  property, 
or,  if  the  gift,  bequest,  devise,  or  inheritance  is  of  income  from 
property,  the  amoimt  thereof,  shall  not  be  excluded  firom  gross 
mcome  under  this  paragraph. 

(d)  Tax-free  interest. — Interest  upon: 

(1)  Obligations  of  a  State,  Territory,  or  political  sub- 
division thereof,  or  the  District  of  Columbia,  or  United  States  • 
possessions;  or 

(2)  Obligations  issued  prior  to  March  1,  1941,  under  Fed- 
eral Farm  Loan  Act,  or  under  such  Act  as  amended;  or 

(3)  Obligations  of  United  States  issued  on  or  before  Sep- 
tember 1,  1917;  or  ^ 

(4)  Treasury  Notes  issued  prior  to  December  1,  1940, 
Treasury  Bills,  and  Treasury  Certificates  of  Indebtedness 
issued  prior  to  March  1,  1941;  or 

(5)  Principal  amount  of  United  States  Savings  Bonds  and 
Treasury  Bonds,  not  in  excess  of  $5,000,  issued  prior  to 
March  1,  1941. 

In  the  case  of  obligations  of  the  United  States  issued  after 
1  September  1917,  and  in  the  case  of  obligations  of  a  corpora- 
tion organized  under  act  of  Congress^  Uie  interest  shall  be 
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exempt  only  if  and  to  the  extent  provided  in  the  respective 
acts  authorizing  the  issue  thereof  as  amended  and  supple- 
mented, and  shall  be  excluded  from  gross  income  only  if  and 
to  the  extent  it  is  wholly  exempt  from  the  taxes  imposed  by 
this  income  tax  law.  Interest  credited  to  Postal  vSavings 
accounts  upon  moneys  deposited  prior  to  1  March  1941,  in 
Postal  Savings  Banks  is  wholly  exempt  from  income  tax* 

(e)  CompensdHon  for  iniwies  or  ^idbiew.— Amounts  received 
thioi^  acddent  or  health  insurance  or  under  woxkmm's  com- 
pensation act,  as  compensati^m  for  personal  injuries  or  sickness, 
plus  the  amount  of  any  damages  received  whether  by  suit  or 
a^eement  on  account  of  sudi  injuries  or  sidkness.  (However, 
reimbursements  on  account  of  medical  and  dental  expenses  which 
were  claimed  as  deductions  in  a  prior  year  should  be  reported  as 
income  up  to  the  amount  of  such  deductions.)  Also  amounts 
recdved  as  a  pension,  annuity,  or  similar  allowance  for  personal 
injuries,  or  sic^ess  resulting  from  active  service  in  the  armed 
forces  of  any  country. 

(J)  Stodc  dipidenda.—No  definite  rule  can  be  laid  down  r^aid- 
ing  the  taxability  of  stock  dividends.  Each  case  must  be  decided 
on  its  own  merits, 

(g)  Social  SecwOy  benefits. — Amounts  received  from  the 
Federal  or  State  governments  under  t^e  Federal  Social  Security 
program.  ' 

(h)  Pensions. — Pensions  received  from  the  United  States  by 
tlie  famil]r  of  a  veteran  for  services  rendered  to  t&a  Unit^ 
States  in  time  of  war  are  exempt  as  gifts. 

Penmons  received  from  the  UnitMi  States  by  veterans  under 
the  World  War  Veterans'  Act  of  1924,  as  amended,  and  Emer- 
gmcj  Officers'  Retirement  Act  or  for  services  in  the  Spanish- 
American  War  (Act  of  August  12,  1935  (49  Stat.  607)). 

A  pension  paid  b^  a  State  to  a  b^eficiarv  for  services  rendered 
by  another  person  is  exempt  from  Federal  income  tax  as  a  gift 
(I.  T.  2669,  Cumulative  BuUetm  XII-1,  p.  68), 

(t)  Dividends. — ^From  war-risk  insurance  policies. 

0")  Soldiers'  Bonus. — ^Paid  under  World  War  Adjusted  Com- 
pensation Act. 

(k)  Alimony, — Periodic  payments  to  a  divorced  or  legally  sep- 
arated wife  subsequent  to  a  divorce  or  separate  maintenance 
decree  and  attributable  to  property  transferred  in  trust  or  other- 
wise, in  discharge  of  a  legal  obligation  incurred  by  husband  under 
such  decree  or  under  a  written  instrument  incident  to  such 
divorce  or  separation  with  respect  to  marital  or  family  relation- 
ship shall  not  be  includible  in  husband's  gross  income,  except 
to  the  extent  that  such  periodic  payments  represent  amounts  for 
the  support  of  minor  children  of  such  liusl^aud  as  fixed  by  the 
terms  of  the  deci'ee  or  written  instrument.  Such  payments 
excluded  from  the  husband's  gross  income  are  income  to  the 
divorced  or  legally  separated  wife.  Periodic  payments  within 
the  meaning  of  this  paragraph  mean  payments,  wlietlier  or  not 
made  at  regular  intervals,  and  not  lump  sum  payments  of  alimony. 
If  there  is  a  lump  sum  settlement  payable  in  installments  and  the 
final  payment  imder  it  is  not  to  be  made  within  10  years,  nor 
more  than  10  percent  of  the  lump  sum  is  paid  in  any  taxable  year, 
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pavCn t^**  paid  in  each  taxable  year  wfll  be  conaidOTed  a  periodic 

ll)  /«co«i«  0/ minor  «on  Of  (fottj7Afer.~Heretof ore,  ^  earnings 
?L^i^T.y**^  T  or  daughter  were  generaity  held  to  be 
the  income  of  the  parent  and  such  parent  was  required  to  report 

Rev«^J^n?  Tv,^''  22  (m)  of  the  Internal 

%     t'      earnings  of  a  nnnor  are  treated  as  the  separate 
incoi^  of  such  minor.  i'-^u.to 

GB08S  XNCOMS  TO  BE  BI!POBT£D 

17.  "Gross  income"  includes  gains,  profits,  and  income  derived  from 
saJar  es,  wages,  or  compensation  for  personal  service,  of  whXer  S 
and  m  whatever  form  paid,  or  from  professions,  Vocations  trades 
businesses  commerce,  or  sales,  or  deahngs  in  property,  VhShe^real 
or  personal  growing  out  of  the  ownership  or  of  or  Interest  in  such 
property  ;  also  from  mterest,  rent,  dividends,  securities,  or  the  trans- 
action of  any  busmess  earned  on  for  gain  or  'profit,  or  ^Ss  or  profits 
and  ineome  denved  from  any  som-ce  whatever.    The  term  Sss 

capital    For  example:  The  amount  recdved  upon  the  sale  or  other 

.  1 8 .  In  the  case  of  a  citizen  of  the  United  States  satisfying  the  follow- 
ing conditions  of  section  251  (a)  of  the  Internal  Reven^SUde  T^^^^^ 
income  means  only  gross  mcome  from  sources  within  the  United  Stftes! 

(1)  If  80  percent  or  more  of  the  gross  income  of  such  citizen 
Coomputed  without  the  benefit  of  this  section),  for  the  3  yf^- 
penoa  immediately  preceding  the  close  of  the  taxable  year^(S 
cSIk  *  ^^"^  ^""^^^  P^T^  immediately  preceding  the  close  of 
su^  taxable  year  as  may  be  applicable)  was  derived  from  »SScS 
Withm  a  possession  of  the  United  States ;  and  ^^ces 

(2)  If  oO  percent  or  more  of  the  gross  income  of  such  atizen 
(computed  without  the  benefit  of  this  section),  for  such  period  ^ 
such  part  thereof  was  derived  from  the  active'conduct  of  a  traJe 
orbiamess  withm  a  possession  of  the  United  States  either  on 
own  account  or  as  an  employee  or  agent  of  another.  ™ 

19  A  citizen  satisfying  the  above  conditionp  is  only  reauired  to 
include  m  gross  income  his  income  from  sour^  wiffi  S  uSted 
S  a  es  or  income  derived  from  sources  within  or  wiSt  the  Un  ted 
States  which  is  received  hy  him  withm  the  Iftiited  States  When 
compensation  is  received  for  services  tendered,  the  "source"  of  the 

Sa^Frrthi^h  na^S""'.  services^are  rondered  ra?her  than  he 
place  irom  which  payment  is  made  for  such  services    The  salarv  or 

c       3aT  o^r  ^,  StatTSX  mimbSs'of  i^ 

pos  essTon  oFthe  TiS  l^T"^^  f^^'  ^^^^^^^^  within  a 
possession  oi  the  United  States  represents  income  derived  from  thp 

S  aS  7  f  possession  o?  the  United 

otates.  Compensation  of  naval  perawmel  for  services  nerformoH 
withm  a  possession  of  the  Umted  States  is  not  coSXl'' W™  d 
withm  the  United  States"  merely  because  it  is  paid  to  a 
bank  or  a  dependent  bv  aUotment.  The"^  benefits  of  this  sect^n 
apidy  to  pereonnal  attaiied  to  United  States  naval  vessXo%  fo? 
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Panama  Canal  Zone—  Pacific- Atlantic. 

Sand  Island  Pacific  Ocean. 

Wake  Island   Do. 

Pcale    Do. 

Wilkes..   Do. 

Pribilof  Islands  Bering  Sea 

Puerto  Rico  —  Carribean  Sea. 

Navassa  Do. 

Serrauilla  Bank   Do. 

Swan  Islands   Do. 


such  periods  as  the  vessels  are  within  the  territorial  waters  of  a  pos- 
session of  the  United  States.  ,  ,    t  .      i  o  i 

20  Within  the  meaning  of  section  251  of  the  Internal  Revenue  Code 
a  "possession  of  th«  United  States"  is  considered  to  include  the 
following: 

American  Samoa  Pacific  Ocean. 

Manua   Do. 

Swains  - —  Do. 

Tutuila  —  Do. 

Baker  Island   Do. 

Guam  Island---   Do.  « 

Howland  Island.   Do. 

Jarvis  Island   Do. 

Kingman  Reef   Do. 

Midway  Islands   Do. 

Philippine  Islands   Do. 

Alaska  and  the  Hawaiian  Islands,  including  French  Frigate  Shoal, 
Johnston,  Ocean  or  Kure,  and  Palmyra  Islands,  are  considered  Terri- 
tories of  the  United  States. 

21.  It  is  well  to  note  that  certain  conditions  must  be  met  before  a 
taxpayer  may  exclude  his  income  from  witliin  a  possession  of  the 
United  States.    It  is  necessary  to  first  determine  the  "applicable 
period"  and  the  total  income  from  all  sources  during  such  "applicable 
period."    The  "applicable  period"  for  a  naval  officer  who  commences 
duty  within  a  possession  of  the  United  States  on  1  January  1944,  and 
completes  such*  duty  therein  on  30  June  1944,  and  returns  to  the 
United  States  for  the  balance  of  the  year,  is  1  January  to  30  June  1944. 
It  is  then  necessary  to  determine  whether  or  not  the  taxpayer's  in- 
come meets  the  80  percent  and  the  50  percent  provisions  set  forth  in 
section  18  above.    In  determining  whether  such  percentage  requu-e- 
ments  are  met,  the  $1,500  of  active  service  pay  excluded  from  gross 
income  by  section  22  (b)  (13)  of  the  Internal  Revenue  Code,  must  be 
deducted  before  computation  is  made.    This  $1,500  exclusion  of 
service  pay  appHes  with  respect  to  the  entire  taxable  year,  and  can- 
not, therefore,  be  prorated;  it  must  be  subtracted  from  tlie  gross 
active  service  pay  for  the  entire  year.    In  order  to  determine  the 
amount  of  gross  mcome  which  is  excluded  under  section  251  of  the 
Internal  Revenue  Code,  the  Bureau  of  Internal  Revenue  has  ruled 
that,  for  the  purpose  of  apportionment  it  is  necessary  to  employ  "as 
a  coeflacient  of  allocation,  a  fraction  whose  numerator  is  the  amount  of 
military  pay  derived  durmg  the  year  from  sources  within  a  possession 
of  the  United  States,  and  whose  denominator  is  the  amount  of  mih- 
tary  pay  derived  during  the  taxable  year  from  all  sources." 

For  example:  A  naval  officer's  total  service  pay  durmg  1944  is 
$4,^.  Of  that  sum  $2,000  wss  earned  and  received  within  a  pos- 
session of  the  United  States  from  1  January,  his  original  date  of 
duty  within  the  possession,  to  30  June  1944,  his  last  date  of  duty 
within  a  possession  during  the  calendar  year,  the  remaining  $2,500 
bemg  earned  in  the  United  States  from  1  July  to  31  December  1944. 
He  has  no  other  income  during  1944.  The  coefficient  of  the  allocation 
in  this  case  is  2000/4500.  His  gross  income,  determined  as  $3,000 
($4,500  1^  $1,500),  is  multipUed  by  that  fraction.  The  result, 
$1,333.33,  is  the  amount  of  gross  income  attributable  to  sources 
within  a  possession  of  the  United  States,  and  since  it  represents  100 
pezt^t     his  inooine  during  th«  "applicable  period,"  it  is  excluded 
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.  -  m  gross  income  under  section  251  of  the  Internal  Revenue  Code. 
The  remaining  grora  income  is  -$1,666,67,  and  must  be  reported  on 
Form  1040.  This  amount,  of  course,  is  subiect  to  any  deductions 
attributable  thereto.  The  surtax  exemption,  however,  for  a  taxpayer 
claiming  the  benefits  of  section  251  is  Hmited  to  $500^  The  essm^ 
tions  for  dependents  in  sudhi  cases  are  not  allowable. 

This  oflScer  would  be  required  ta  furnish  with  his  Form  1040 
a  Fonn  1040  E,  the  sdiedule  of  which>woiikL  be  made  out  as  fdlows: 


Item 


Incomo 


Total  gross  income  from  aB  sooroes  

Total  gro68  income  from  sources  witbin  a  posses- 
sion of  the  United  States   

Gross  income  derived  from  the  active  conduct 
of  a  Urade  or  business  within  a  possession  of  tho 
United  Statf»etttK^on  your  own  aoeoniit  «r 
as  employee  or  agent  of  another   

Total  gross  income  from  sources  other  than 
within  the  United  States  and  a  posaeaskm  Of 
the  United  States   

Wbat  porUons  oi  items  2  and  4  were  rccdved 
wiOfithalMtadfitatoaT  


^  •       Tliree-year  period 

Part  of  period 

ap!»lirable 
Begun  1-1, 1944 
Endedft-ao^lMI 

19.... 

19-... 

$1,383.33 

1,333.33 

1,333.33 

None 
None 

1»339L33 

1,333.33 

None 
None 

— — — 

• 

22.  In  the  case  of  a  citizen  of  the  United  States  who  cannot  satisfy 
the  above  conditions  of  section  251,  supra,  all  compensation  received 
for  services  rendered  to  the  United  States,  or  any  of  its  agencies,  is 
required  to  be  included  in  gross  income,  whether  the  recipient  has 
Uved  all  or  any  part  of  the  year  outside  the  continental  liniits  of  the 
United  States. 

23.  The  following  items  of  income  constitute  "gross  income,''  and, 
to  the  extent  that  they  are  not  reduced  by  allowable  '^business 
expenses"  explained  in  Section  26,  should  be  reported  on  page  1  of 
Form  1040: 

From  Nfwy  aowcM. — 

(a)  Active  service  pay  during  taxable  year  in  excess  of  $1,600. 
(Active  service  pay  consists  of  base,  longevitx>  sea,  foreign  service, 
flight,  and  otlier  spedal4uty  pay.) 

(6)  Retired  pay,  if  retired  f<Mr  other  than  physical  disabihty. 
(See  sec.  15  (b).)  ^  .       ,    ,^  ^ 

(c)  MUeage—ihid  total  amount  received  as  mileage  ittiould  be 
induded  in  gross  income.  However,  the  actual  expenses  i>aid 
while  performing  the  travel,  sudi  4S  meals,  railroad  fares,  lodgmg, 
etc.,  may  be  deducted.    (See  sec.  26  (b).) 

{d)  Travel  pay  to  discharged  .unlisted  maa.  Treat  same  as 
mileage.  ^ 

{e)  Transportation  for  dependents — the  actual  cost  to  the 
Government  for  the  transportation  of  the  dependeaits  of  ofiUjers 
and  enlisted  men.  No  deduction  is  allowed  for  the  expeosee  of 
such  travel. 

if)  Interest  on  deposits  of  enhsted  men. 

ig)  All  permanent  and  transient  additions  to  pay  (enlisted 

men).  ^ 
(A)  One  year's  pay  received  by  officers  wholly  retired. . 
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(i)  Aflowances  received  by  retired  enlisted  men  under  act  of 
March  2,  1907  ($9.50  per  mont^  in  Ueu  of  rations  and  clothing 
and  $6.25  per  month  in  Ueu  of  quarters,  fuel  and  li^t). 

{j)  Enlistment  allowance  (^listed  men). 

24#  From  sources  outside  the  Navy. — ■ 

(a)  Compensation  for  personal  or  professional  services. 
(6)  Amounts  received  from  former  employer  even  though  paid 
to  the  dependents  of  former  employee. 

(c)  Business  income,  either  as  an  individual  proprietor  or  as  a 
partner  in  a  business  operated  for  profit. 

(d)  Profits  from  sales  and  dealings  in  properties  (real  or  per- 
sonal, tangible  or  intangible). 

(e)  Income  from  investments  in  properties  or  securities,  such 
as  rent  or  interest. 

(J)  Dividends  from  domestic  and  foreign  corporations. 
(g)  Pensions  paid  by  a  State  for  services  are  subject  to  the 
Federal  income  tax. 

AnJUBT£D  GROSS  INCOMK 

25.  The  term  '^adjusted  gross  income"  is  a  new  item  in  the  income 
tax  law.  It  is  important  since  the  optional  Tax  Table  (see  sec.  52),  is 
based  on  it;  it  determines  whether  or  not  a  taxpayer  may  use  the 
optional  Tax  Table;  it  determines  the  amount  of  the  optional  stand- 
ard deductions,  and  it  is  used  to  determine  the  limitation  on  chari- 
table contributions,  and  the  extent  to  which  medical  expenses  are 
allowable  deductions.  Generally,  ''adjusted  gross  income"  means 
''gross  income"  less  the  expenses  attributable  to  the  trade  or  business 
of  the  taxpayer  and  his  allowable  losses  from  the  sale  or  exchange  of 
property.  The  performance  of  services  as  an  employee,  however,  is 
not  considered  to  be  a  trade  or  business  for  this  purpose. 

26.  Deductions  from  gross  income, — The  followizig  items  are  deduct* 
ible  from  gross  income  in  arriving  at  adjusted  gross  income: 

(a)  Mess  hUls  afloat. — ^A  naval  oflficer,  with  or  without  depend* 
ents,  while  on  duty  afloat,  who  actually  mtuntaios  a  h<»ne  else- 
where, is  entitled  to  deduct  the  difference  between  the  amount 
expended  for  mess-biUs  and  the  amount  of  his  subsistence  aUow<- 
ance.  For  example:  An  officer  without  dm>endents,  but  actually 
maintainiog  a  home  ashore,  received  a  subsistence  allowance  of 
$21  per  month.  His  mess  bill  is  $30  per  month.  His  allowable 
deduction  is  $9  per  month.  However,  an  officer  with  dep^id^ts 
whose  subsistence  allowance  is  $42  per  month,  nia^  deduct  his 
mess  bill  only  to  the  extent  that  it  exceeds  $42.  The  existence 
of  a  ''home''  is  a  question  of  fact  to  be  determined  in  each  indi- 
vidual case  (to  the  satisflustion  of  the  Commissioner  of  Internal 
Revenue).  If  an  officer  does  not  have  a  "home",  the  diff^nce 
between  amoimt  paid  for  mess  bill  and  sul^tence  allowance 
received  is  not  deductible. 

(6)  Travel  expenses. — ^All  actual  expenses  of  travel,  meals, 
lodging,  etc.,  while  away  from  duty  station  if  traveling  in  a  mile* 
age  status.  If  traveling  in  per  diem  status,  such  actual  expenses 
are  deductible  only  to  the  extent  that  they  exceed  the  per  diem 
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allcwance    A  statement  should  be  atfiaebed  to  tbe  Mtum  listme 

as  much  detail  as  possible.  •  ■ 

(c)  Expenses  attributable  to  rents  and  royalHes.—ExDenses  in 
comiection  with  property  held  for  the  production  of  rents  and 
royalties  inckide  taxes  on  the  property,  interest,  depreciation, 
repairs  ap-ont  s  commission,  insurance  premiums,  etc.  The 
Items  should  he  set  out  in  Schedules  B,  F,'  and  G.  pace  3  of 
sud^Fo^m'       ^^^^^  ite^oized  or  claimed  on  p^e  4  of 

id)  Losses  from  sale  or  exchange  of  property.— Thia  includes  loss 
on  the  sale  or  exchange  of  capital  assets  as  weU  as  the  loss  oh 
sales  or  exchanges  treated  as  the  sales  or  exchanges  of  capital 
assets  Personal  loans  determined  to  be  worthlMls  durine  the 
taxable  year  are  treated  as  short-term  capital  losses.  It  also 
incluf  es  the  loss  on  the  sale  or  exchange  of  non-capital  assets. 
Detailed  information  with  respect  to  these  items  should  be  shown 
on  the  separate  Schedule  D  (Fonn  1040). 

NET  INCOME 

income  is  determined  by  subtracting  either  the  amount  of 
the  optional  standard  deduction  or  the  aggregate  of  the  amounts  of 
actual  allowable  deductions  from  the  adjusted  gross  income  It  k 
relatively  unimportant  to  the  taxpayer  who  uses  the  Tax  fable  on 
page  2  of  Form  1040  (see  sec  52),  to  find  his  tax,  since  the  optional 
standard  deduc  ion  is  worked  into  the  tab!c.    Wliere  the  tax  com- 

ffpa^r4  of  Form\m^  ^  ^^'^       ^  ^^^"^ 

DEDUCTIONS  FROM  ADJUSTED  QBOSS  INCOME 

28.  OpHorud  Oandard  deducfion.—The  "optional  standard  deduc- 
tion is  an  arbitrary  aUowance  of  approximately  10  percent  of  ad- 
lusted  CTOss  mcqme  (amount  shown  on  Ime  5,  page  1,  Form  1040) 
united  to  a  maxmimn  of  $500,  which  the  taxpayer  maf  elect  to  take 
mhe«of  actual  allowable  deductions  for  contributions,  taxes  inteJest 
CTtoaotdinaiy  medical  expenses,  alimony,  etc,  and  credits  for  taxes 
SISuTi**  country  or  possession  of  the  United  States,  tax 

withheld  at  source  on  tax-free  covenant  bonds,  and  interest  on  partiallv 
tex-^empt  government  bonds    The  election  is  exercised  by  claiming 
Jll^.^  return  IS  originally  filed.    The  election,  once  made,  is 
tbereaftar  urevocable  with  respect  to  a  particular  year.  However 
where  a  a&mce  person's  due  date  for  filmg  a  return  is  postponed  bv 

rfJ^fnl,*^!,'''"  '^^"'^        °iake  a  final  electioh 

at  ^e  time  the  service  person  files  his  return,  but  not  later  than  the 
postponed  due  date.    Careful  consideration  should,  therefore  be 

even  m  determming  the  amount  of  the*actual  allowable  deductiona 
Jfore  electing  to  clami  the  optional  standard  deduction 
As  heretofore  indicated,  in  the  case  of  husband  and  wife  living 
together  on  the  last  day  of  the  taxable  year  who  file  separate  returu? 
both  must  exercise  the  same  election,  i.  e.,  one  may  not  claim  the 
optional  standard  deduction  and  the  other  actual  deductions  If 
a  husband  elects  to  claim  actual  deductions  on  his  separate  return 
the  wife  cannot  claun  the  optional  standard  doductkm  but  must  also 
daun  actual  deductions  on  her  return. 
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A  taxpayer  electing  to  claim  the  optional  standard  deduction,  whose 
adiusted  gross  income  is  less  than  $5,G00,  must  find  his  tax  ^n  the 
Tax  Table  on  page  2,  Form  1040.  A  taxpayer,  whose  adjusted  ctoss 
income  is  $5,000  or  more,  may  claim  the  maximum  optional  standard 
deduction,  which  is  $500,  by  entering  that  amount  on  hne  2  of  the 
tax  computation  at  the  bottom  of  page  4,  Form  1040.  ^ 

A  taxpayer  claiming  the  optional  standard  deduction  must  not 
itemize  his  actual  deductions  on  page  4  of  Form  1040,  nor  daim  any 
credit  on  Imes  7,  12,  or  13  of  the  tax  computation  on  the  page. 

29.  Actual  allowable  deductions— A  taxpayer  whose  actual  allowable 
deductions  amount  to  more  than  10  percent  of  his  adjusted  gross  m- 
come  (line  5,  page  1,  Form  1040),  should  itemize  them  on  page  4  of 
Form  1040,  giving  as  much  detail  as  necessary  to  explain  them,  and 
enter  the  total  on  line  2  of  the  tax  computation  at  the  bottom  of 
page  4.  A  taxpayer  making  his  return  on  the  cash  receipts  and  dis- 
bursements basis  should  only  claim  deductions  for  amounts  paid  dur- 
ing the  taxable  year.  The  following  items  ai'e  allowable  as  deduc- 
tions for  the  calendar  year  1944  as  indicated: 

30.  Contributions— deductible— Amounts  paid  dui'mg  the  taxable 

year  to  or  for  the  use  of: 

(a)  The  United  States,  any  State,  Territory,  or  any  political 
subdivision  thereof  or  the  District  of  Columbia,  or  any  possession 
of  the  United  States,  for  exclusively  public  purposes; 

(5)  A  corporation,  trust,  or  community  chest,  fund,  or  founda- 
tion, created  or  breanized  in  the  United  States  or  in  any  posses- 
sion thereof  or  und^  the  law  of  the  United  States  or  of  any  State 
or  Territory  or  of  any  possession  of  the  United  States,  organized 
and  operated  exclusively  for  religious,  charitable,  scientific,  lit- 
erary, or  educational  purposes,  or  for  the  prevention  of  cruelty  to 
children  or  animals,  no  part  of  the  net  earnings  of  which  inures 
to  the  benefit  of  any  private  shareh<^er  or  individual ;  (For  ex- 
ample: churches.  Red  Cross,  U.  S.  O.,  Community  War  Fund, 
J^avy  ReUef,  American  Legion,  Y.  M.  C.  A.,  Y.  W.  C.  A.,  Sal- 
vation Army,  National  Tuberculosis  Association,  college  endow- 
ment funds,  etc.).  ,     ,  ,  -i-^  ^i.    •  j 

(c)  The  special  fund  for  vocational  rehabihtation  authorized 
by  section  12  of  the  World  War  Vetca^ns'  Act,  1924  (43  Stat. 
611,  U.  S.  C,  Title  38,  section  440); 

(d)  Posts  or  organizations  of  war  veterans,  or  auxiliary  umts  or 
societies  of  any  such  posts  or  organizations,  if  such  posts,  orgam- 
zations,  units,  or  societies  are  organized  in  the  Umted  States  or 
any  of  its  possessions,  and  if  no  part  of  their  net  eanungs  mures 
to  the  benefit  of  any  private  shareholder  or  individual;  or 

(e)  A  domestic  fraternal  society,  order,  or  association,  operating 
under  the  lodge  system,  but  only  if  such  contributions  or  mfte 
are  to  be  used  exclusively  for  religious,  charitable,  scientific, 
literary,  or  educational  purposes,  or  for  the  prevention  of  cruelty 

to  children  or  animals.  , ,    -  ^  .u  i.- 

Limitation.— The  total  amount  allowable  for  contnbutions 
cannot  exceed  15  percent  of  the  taxpayer's  adjusted  gross  mcome 
(line  5,  page  1,  Form  1040). 
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31.  ConinbtUions — not  deduiMbh — 

(a)  Amounts  contributed  to  organizations,  a  substantial  part  of 
the  activities  of  which  consists  in  carrying  on  propaganda  or 
otherwise  attempting  to  influence  legislaiion. 

(b)  Private  gifts  (as  charity  or  for  other  reasons),  to  an 
individual  or  individuals. 

> 

32.  Intend — dedwtUde, — ^Int^^eBt  on  personal  indebtedness^  includ- 
ing loans  from  indmduals,  banks,  and  insurance  compmues,  and 
int^est  on  a  mortgage  secm^  by  real  estate  in  wfaidi  ike  taxpayer 
bas  a  l^al  or  equitable  interest  even  tiiough  he  is  not  direcdy  liable 
on  mortgage  note.  Interest  on  a  mortgage  on  jointly-owned 
property  is  deductible  by  the  co-owner  making  the  payment.  Interest 
charged  on  a  brokerage  account  is  deductible  when  actually  or  con- 
structively paid.  Interest  deductible  under  Section  26  (c)  is  not 
deductible  under  this  section. 

Interest — net  dedud&>U. — ^Interest  paid  as  an  accommodation  on  an 
ob%ation  of  another  is  not  deductiUe,  nor  is  interest  paid  on  indebted-- 
ness  incurred  or  continued  to  purchase  obligations  issued  by  the 
United  States  aftear  September  24/  1917,  and  originally  subscribed  for 
by  the  taxpayer,  the  interest  upon  which  is  wholly  exempt  from  income 
tax.  Interest  on  loans  secured  by  life  insurance  policies  which,  instead 
of  being  paid,  is  merely  added  to  the  amount  of  the  loan,  is  not 
deductible.  .  • 

33.  Taxes — deductible. — As  a  general  rule,  taxes  are  deductible  only 
by  the  person  upon  whom  they  are  imposed  by  law.  The  following 
items  are  deductible: 

(a)  Poll  tax. 

(6)  State  income  tax. 

(c)  Tangible  and  intangible  personal  property  taxes. 
{d)  Real  estate  taxes,  State  and  local. 

{e)  State  and  local  automobile  license  fees  and  drivers'  permits. 

(/)  State  stamp  taxes  on  deeds,  transfers  of  securities,  etc. 

^)  State  *uid  local  retail  sales  taxes  (imposed  in  the  first  in- 
stance on  the  retailer),  measured  by  the  selling  price,  or  by  an 
amount  per  unit,  which  are  separately  stated  and  paid  by  the 
purchaser, 

{h)  State  and  local  sales  taxes  imposed  directly  on  the  con-* 

sumer.  ...  .  .■ 

(t)  Gk^oline  taxes  imposed  by  the  following  States: 

Arizona  Maryland  Ohio 

Arkansas  Massachusetts  Oklahoma 

Colorado  Michigan  •  Oregon 

Connecticut  Minnesota  Pennsylvania 

Delaware  Missouri  Rhode  Island 

District  of  Columbia  Montana  South  Carolina 

Georgia  Nebraska  .  South  Dakota 

Idaho  Nevada  Tennessee 

Illinois  New  Hampshiit  Texas 

Indiana  New  Jersey  Vermont 

Iowa  New  Mexico  Virginia 

Kansas  New  York  Washington 

Kentucky  North  Carolina  West  Virginia 

Maine  North  Dakota  Wiacanain 
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{])  Taxes  assessed  by  a  foreign  country  or  a  possessirai  of  the 

United  States,  except  estate,  inheritance,  legacy,  succession,  and 
gift  taxes,  provided  credit  therefor  is  not  claimed  on  line  12  of  the 
tax  computation  schedule  on  page  4  of  Form  1040. 

34.  Taxes — not  deductible. — The  following  iten^  are  not  allowable  as 
deductions  from  adjusted  gross  income: 

(a)  Fedeial  excises  imposed  on  ihe  items  enumerated  bdow. 
wluch  were  formerly  deductible  by  individual  taxpayers,  may  not 
be  deducted  for  taxable  years  beginning  after  Sl  Dec^ber  1943: 

(1)  Club  dues  and  initiation  fees. 

(2)  Admissions. 

(3)  Transportation. 

(4)  Communications. 

(5)  Automobile  use  stamps. 

(6)  Import  duties. 

(7)  Documentary  stamp  taxes. 

(6)  Federal  retails'  sales  taxes  on  jeweby,  sflverware, 
watches  wd  clocl^,  furs,  cosmetics,  lu^ag?,  toilet  {Mteparations, 
etc. 

(c)  Federal  manufacturers'  excise  taxes  cm  cigarettes,  alcoholic 
beven^es,  automobiles  and  accessories  th^for,  tires  and  tubes, 
refrigerators,  sporting  goods,  radios,  phonographs,  etc. 

(^)  Real  estate  taxes  which  constituted  a  lien  against  the 
property  at  the  time  of  its  acqui^tion  are  not  deductible  when 
subsequently  paid.  They  represent  an  ad^Hional  cost  t>f  tlie 
property  and  must  be  capitalized  as  such. 

{e)  Taxw  which  are  not  imposed  on  the  payor,  or  which  are 
paid  as  an  accomn^odation  for  another  person.  Taxes  paid  on 
jointly-owned  real  estate^  however,  are  deductible  by  the  indi- 
vidual making  payment  tliereof . 

if)  Federal  income  and  victory  taxes. 

Xg)  Income,  war-profits,  and  excess-profits  taxes  imposed  by 
the  authority  of  any  foreign  country  or  possession  of  Hie  United 
States,  if  credit  therefor  is  claimed  on  line  12  of  t^e  tax  compu- 
tation schedule  on  page  4  of  Form  1040. 

Qi)  Federal  and  State  inheritance,  estate,  legacy,  succession, 
and  gift  taxes. 

{i)  Taxes  assessed  against  local  benefits  of  a  kind  tending  to 
increase  the  value  of  the  property  assessed,  such  as  asse^ments 
for  street  improvements,  sidewalks,  sewers,  etc. 

ij)  Gasoline  taxes  imposed  by  the  Territory  of  Hawaii  and  the 
following  States:  ^ 

Alabama  Mississippi 

Caiiforaia  Utaii 

Florida  Wyoming 
LoufeiaDa 

(Jk)  TWleral  gasoline  tax. 

(/)  Dog,  hunting,  and  fishing  licenses. 

(m)  Water  rent^  or  tax,  for  water  consumed  in  the  taxpayer's 
own  residence. 


IS  IiaHDBAL  INCOME  TAX  INFORMATION 

35.  Losses — deductible. — 

(o)  Losses  which  arc  not  connected  with  a  trade  or  business 
but  sustained  during  the  taxable  year  as  a  result  of  fire,  storm, 
dbipwreck,  or  other  casualty,  or  trom  theft,  are  deductible  to  the 
extent  not  compensated  by  insurance  or  otherwise.  The  basis 
for  determining  the  dlowable  deduction  in  such  cases  is  the  fair 
market  value  (not  to  exceed  cost)  of  the  damaged,  destroyed,  or 
stolen  property  immediately  before  the  casualty,  or  theft,  and  is 
measured  by  the  diflference  between  such  valuation  and  the  fair 
market  value  of  the  property  immediately  thereafter,  if  any,  less 
the  amount  of  any  insurance  or  other  remibursement. 

(6)  A  loss  occasioned  by  damage  to  an  automobile  maintained 
for  pleasure  is  deductible,  to  the  extent  it  is  not  covered  by 
insurance,  unless  it  is  the  result  of  a  willful  act,  or  the  willful 
n^ligence  of  the  taxpayer.  If  damage  to  a  taxpayer's  auto- 
mobile results  from  the  faulty  driving  of  the  operator  of  an 
automobile  with  which  the  automobile  of  the  taxpayer  collides, 
the  loss  occasioned  to  the  taxpayer  by  such  damage  is  likewise 

deductible.  ,  i  * 

(c)  liosses  of  naval  disbursing  officers  due  to  replacement  of 
shortages  in  accounts  not  due  to  negligence. 

((/)Losses  sustained  as  a  result  of  the  destruction  or  seizure  of 
property  in  tbe  course  of  military  or  naval  operations  dm-ing  the 
war,  induding  a  loss  of  personal  effects  to  the  extent  not  reim- 
bursed, and  of  propOTty  located  in  enemy  countries  w  m  areas 
under  enemy  control,  are  also  deductible. 

36.  Losses — not  deductible. — 

(a)  Wagering  losses  in  excess  of  gains. 

(6)  -Fines  and  penalties  imposed  by  courts-martial  and  civil 
courts. 

(c)  Accidental  losses  of  property,  such  as  a  ring  from  a  hnger. 

(d)  Depreciation  in  the  market  value  of  stocks  and  securities. 

(e)  Losses  from  sales  or  exchanges  of  property  (including 
worttiless  stocks,  bonds,  and  personal  loans  which  are  treated  as 
losses  from  the  sale  or  exchange  of  capital  assets),  are  to  be 
reported  in  separate  Schedule  D  (Form  1040),  and  the  allowable 
loss  earried  to  page  3  of  the  return  in  arriving  at  adjusted  gross 
income. 

(f)  No  deduction  is  allowable  for  losses  resulting  from  sales  or 
exdbanges  of  property — 

(1)  Either  directly  or  mdirectly  between  members  of  a 
family,  which  includes  the  taxpayer's  spouse,  brothers  and 
sisters  (whether  by  the  whole  or  half  blood),  ancestors  and 

lineal  descendants.  .  . 

(2)  Except  in  the  case  of  distribution  m  liquidation,  be- 
tween an  individual  and  a  corporation  in  which  the  taxpayer, 
either  individually  or  in  conjunction  with  members,  of  his 
family,  owns  more  than  50  percent  in  value  of  the  outstanding 
stock 

(3)  If,  within  30  days  before  or  after  the  sale  or  exchange 
of  stock  or  secuiities,  the  seller  acquires  by  purchase  or 
taxable  exchange,  or  contracts  to  acquire,  substantially 
identical  stock  or  securities. 
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(4)  Used  as  the  taxpayer's  personal  residence  up  to  the 
time  of  sale. 

37.  Medical  and  dental  expenses, — Only  extraordinary  medical  and 
dental  expenses  are  allowable  as  deductions.  An  extraordinary  medi- 
cal expense  means  the  total  of  amounts  paid  during  the  taxable  year, 
and  not  compensated  by  insurance  or  otherwise,  for  the  medical  care 
of  the  taxpayer,  his  spouse,  and  any  dependent  for  whom  a  surtax 
exemption  is  allowable,  less  an  amount  equal  to  5  percent  of  the  - 
taxpayer's  adjusted  gross  income  appearing  on  line  5,  page  1,  Form 
1040. 

38.  The  term  ''medical  care''  is  broadly  defined  in  the  law  to  include 
amounts  paid  for  the  diagnosis,  cure,  mitigation,  treatment,  or  pre- 
vention of  disease,  or  for  the  purpose  of  affecting  any  structure  or 
function  of  the  body.  Total  medical  expenses  include  the  following 
it^s:  .  . 

Premiums  paid  for  health,  aedd^t^  or  hospitalisation  insurance. 
Hospital  bills. 

Expenses  for  nurses  (including  nurses'  board  where  paid  by  the 

taxpayer). 
Medicine. 
Medical  supplies. 
Laboratory  fees. 
Doctor  and  dentist  bills.  . 
Artificial  teeth  and  limbs. 
Eye  glasses. 
Hearing  aids. 
Ambulan($e  hire. 

Cost  of  travel  primarily  for  and  essential  to  securing  medical 

The  amount  deductible  as  an  extraordinary  medical  expense  is 
limited  to  $2,500  unless  only  one  surtax  exemption  is  allowable,  in 
which  event  the  maximum  deduction  is  $1,250.  Wliere  husband  and 
wife  file  a  joint  return,  only  one  computation  is  made,  the  payments 
by  each  being  added  together,  and  the  5  percent  limitation  is  based  on 
their  aggregate  adjusted  gross  income. 

The  computation  of  the  deductible  medical  expense  item  should 
be  made  in  the  schedule  on  page  4  of  Form  1040,  or  a  separate  state- 
ment attached  to  the  return,  giving  as  much  detailed  information 
with  respect  to  the  payments  as  necessary  to  explain  them. 

Medical  expenses  in  excess  of  reimbursements  therefor,  but  less 
than  5  percent  of  adjusted  gross  income  are  considered  ordinary 
medical  expenses  and  arc  not  deductible.  Medical  expenses  incurred 
but  not  paid  during  the  taxable  year  are  not  includible  in  determining 
total  medical  expenses.  Payments  for  life  insurance  premiums, 
funeral  expenses,  illegal  operations  or  treatments,  and  illegally  pro- 
cured drugs,  are  not  proper  medical  expenses. 

lOBCELLANEOUS  ITEMS — DKDUCTIBLB 

^9.  Uniform  equipment. — ^The  cost  of  aU  items  of  insignia  of  rank 
and  corps,  induding  gold  lace  and  devices  on  the  umfonn  coat, 
black  iNraud  im  tbe  ov^ooat  and  aviation  winter  working  uniform, 
collar  devices,  should^  marks,  chin  straps,  cap  devices  and  the 
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excess  cost  of  a  cap  for  officers  of  the  rank  of  coxmnander  and  above 
which  is  attributable  to  the  gold  lace  on  the  visor.  The  cost  of 
campaign  bars,  sword,  full-dress  belt,  undress  belt,  epaulets,  and 
aiguillets  is  also  deductible. 

The  expense  of  altering  uniforms  and  equipment  upon  change  of 
rank  by  promotion  or  demotion  is  deductible.  This  does  not  include 
laundry,  cleaning,  repairs,  depreciation,  or  alteration  of  the  unifonn 
itself.  The  cost  of  the  uniform  itself  is  not  deductible  since  the 
unifonn  takes  the  place  ^f  civi&ui  ck>thizig  and  the  cost  thereof  is  a 
personal  expense. 

40.  Alimmy. — Periodic  payments  made  pursuant  to  a  decree  of 
divorce  or  separate  maintenance  in  discha^e  of  a  legal  obligation 
imposed  upon  or  incurred  by  the  taxpayer  under  such  decree,  or 
under  a  written  instrument  incident  thereto,  by  reason  of  the  marital 
or  family  relationship. 

No  portion  of  any  payment  which  is  separately  stated  in  the  decree 
or  agreement  to  be  for  the  support  of  a  minor  child  is  deductible  under 
this  section  but  if  the  total  of  such  payments  made  during  the  year 
provides  the  child's  chief  support,  the  payor  is  entitled  to  a  surtax 
^emption  for  a  dependent  if  me  other  requirements  stated  in  Section 
49  are  also  present.  If  the  total  payments  made  during  the  year  under 
such  circumstances  are  less  than  the  total  specified  by  the  decree,  the 
amount  paid  shall  be  first  applied  in  satisfaction  of  the  amount  required 
for  the  support  of  the  minor. 

41.  Dues  to  professional  societies. 

42.  Subscriptions  to  professional  journals. 

43.  Ordinary  and  necessary  expenses,  such  as  investment  counsel 
fees,  custodian  fees,  transfer  taxes  paid  on  the  purchase  and/or  sale 
of  stocks  and  bonds,  and  the  cost  of  a  safe  deposit  box  (including  tlic 
tax  tliereon)  paid  in  connection  with  the  production  or  collection  of 
taxable  income,  or  for  the  management,  conservation,  or  maintenance 
of  property  held  for  ihe  production  of  taxable  income, 

^  44.  A  tenant-stockholder  in  a  cooperative  apartment  house  corpora- 
tion may  deduct  his  share  of  the  real  estate  taxes  and  interest  paid 
by  such  corporation. 

45.  Blind  individvals. — An  individual  whose  central  visual  acuity 
does  not  exceed  20/200  in  the  better  eye  \\itli  correcting  lenses,  or 
whose  visual  acuity  is  greater  than  20/200  but  is  accompanied  by  a 
hmitation  in  the  fields  of  vision  such  that  the  widest  diameter  of  the 
visual  field  subtends  an  angle  no  greater  than  20  degrees,  is  entitled  to 
a  special  deduction  of  $500,  The  taxpayer's  status  on  1  July  of  the 
taxable  year  is  determinative  of  his  right  to  this  deduction,  unless  the 
taxable  year  does  not  include  such  date,  in  which  event  hxs  status  on 
the  last  day  of  the  taxal^le  year  will  control. 

46.  Amortizahle  bond  premium. — Tliis  deduction  bears  no  relation 
whatever  to  War  Savings  bonds.  It  has  au  extremely  limited  ap- 
plication and  taxpayers  interested  should  refer  to  section  125,  Internal 
Revenue  Code,  and  the  regulations  promulgated  thereunder. 

47.  Miscellaneous  items—not  deductible, — The  following  items  are 
not  deductible  from  adjusted  gross  income: 

(a)  Pereonal  living  or  family  expenses. 

(h)  Living  expenses  of  personnel  staticyned  in  one  locality  for 
an  indefinite  period. 
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(c)  The  cost  of  daily  transportation  between  home  and  office. 

{d)  Ordinary  repairs,  alterations,  and  depreciation  on  a  building 
occupied  as  a  personal  residence. 

{e)  Any  amount  paid  out  for  new  buildings,  or  for  permanent 
improvements  made  to  increase  the  value  of  any  property  or 
estate. 

(/)  Premiums  paid  on  any  life  insurance  policy. 
{g)  Damage  to  household  furniture  or  furnishings  in  moving. 
(A)  Expenses  of  visitijag  home  while  on  fmlough,  leave  or 
liberty. 

(i)  Purchase  of  War  Bonds. 

SURTAX  EXEMPTIONS 

48.  In  determining  the  amount  subject  to  Surtax,  net  income  la 
reduced  by  the  amount  of  the  surtax  exemptions  to  which  the  taxpayer 
is  entitled.  For  the  calendar  year  1943  a  husband  and  wife  were 
entitled  to  $1,200  personal  exemption  between  them.  This  personal 
exemption  could  be  taken  on  one  return  or  divided  in  any  way  they 
chose  on  separate  returns.  It  was  prorated,  dependent  upon  the 
portion  of  the  year  that  the  marital  status  existed.  Also  for  1943, 
the  taxpayer  was  entitled  to  subtract  from  net  income  a  $350  credit 
for  each  dependent.  This  credit,  was  also  prorated.  The  head  of  a 
family  was  entitled  to  $1,200  exemption  but  no  credit  for  the  first 
dependent. 

For  the  calendar  year  1944,  howeTer,  the  surtax  exemption  is  $500 
for  each  individual,  i.  e., 

$500  for  the  taxpayer, 

f 500  for  the  taxpayer's  husband  or  wife  if  a  joint  return  ia 
\  filedi  or  if  such  husband  or  wife  has  no  gBoas  income  and  is 

not  the  dependent  of  anotha  person, 
$500  im  each  dependwt. 

These  surtax  exemptions  are  not  prorated.  For  example:  H  a 
husband  and  wife  are  married  on  December  15th,  the  wife  having 
no  gross  income  during  the  year  and  is  not  the  dependent  of  another, 
the  husband  may  claim  $1,000  surtax  exemption  on  his  separate 
return;  so  too,  $500  surtax  exemption  may  be  claimed  for  a  child 
bom  on  December  15th.  ' 

The  determination  date  as  to  whether  a  person  is  married  or  single 
is  made  on  the  last  day  of  the  taxable  year,  unless  a  husband  or  wife 
dies  during  the  year,  in  which  case  the  determination  is  made  as  of 
the  date  of  death.    The  status  of  ''head  of  family"  has  been  abolished. 

49.  Dependents. — In  order  for  the  taxpayer  to  claim  credit  for  a 
dependent,  it  is  necessary  that — 

(1)  The  dependent  be  either  a  child,  grandchild,  stepchild, 
brotiber,  sister  (step  or  half),  parent,  grandparent,  stepfather, 
stepmother,  nephew,  xueee,  uncle,  aunt,  son-in-law,  daughter-in- 
law,  father-in4aw,  mothOT-in-law,  brother-in-law,  or  sister-in- 
law.  CHtizeijs  of  foreign  countries  are  not  considered  '^depend- 
ents'^  unless  residents  of  eith^a*  the  United  States,  Canada,  or 
Mexico. 
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*  dependent  must  have  a  gross  iDcoane  of  less  than  $500 

for  the  calendar  year. 

(3)  The  taxpayer  must  furnish  more  than  half  of  the  depend- 
ent s  support  for  the  calendar  year. 

For  example:  A  parent  may  claim  a  surtax  exemption  of  $500  each 
for  a  son  who  entered  the  armed  forces  durmg  the  year,  and  for  his 
daughter  over  3  8  years  of  age  m  college,  if  such  parent  furnished 
more  than  half  of  their  support  durmg  the  year  and  if  neither  of  them 

had  a  gross  income  of  $500  or  more. 

1  rV^''?'^^^^^'  "^'"S  ^'''^  ^^-^  ^^^^^  would  find  his  tax  in  the  column 
headed  by  the  number  of  surtax  exemptions  to  which  he  is  entitled. 
I'or  example:  A  husband  with  a  wife  who  has  no  gross  income,  and 
t  wo  children,  will  find  his  tax  m  column  headed  A  taxpayer  lisine 

the  computation  at  the  bottom  of  page  4,  Form  1040,  would  multiply 
the  number  of  his  surtax  exemptions  by  $500  and  enter  the  product  on 
line  4.  Ihe  taxpayer  above  referred  to  would  enter  $2,000.  The 
(Idle  rence  between  net  income  and  surtax  exemptions  constitutes 
surtax  net  income,  and  the  surtax  on  such  amount  will  be  found  bv 
applying  the  rate  table  set  out  under  Section  53.  The  surtax  will  be 
entered  on  line  6  at  the  bottom  of  page  4,  Form  1040. 

NOBaiAL  TAX  EXKaCFTIONS 

• 

/.nn^^'P"^^"^  ^¥  "^""^^  ^^^^  taxpayer  is  allowed  a  flat  or 
fixed  $500  as  a  norm.al  tax  exemption,  regardless  of  marital  status  or 
number  of  dependents.  Where  a  joint  return  is  filed,  the  normal  tax 
exemption  ,s  $]  ,000  unless  the  adjusted  gross  income  of  one  spouse  is 
less  tiian  ?oOO,  m  which  case  the  normal  tax  exemption  is  $500  plus  the 
adjusted  gross  income  of  such  spouse.  The  tax  shown  in  columns 
lound  on  the  lax  Table  has  already  made  allowance  for  one  normal  tax 
exemption  Therefore,  a  taxpayer  using  such  table  to  find  his  tax 
yyill  not  subtract  anythmg  from  his  adjusted  gross  income.  Where  a 
jomt  return  is  filed  and  the  Tax  Table  is  used,  the  tax  found  on  such 
table  should  be  reduced  by  $15,  or  by  an  amount  equal  to  3  percent 
ot  the  adjusted  gross  mcome  of  the  spouse  contributing  less  than  $500 
oi  adjusted  gross  mcome  to  the  return,  whichever  is  less. 
in.n^^P^^f  ^^'^  computation  at  the  bottom  of  page  4,  Form 
1040,  and  who  clauns  the  $500  optional  standard  deduction  on  Hne  2. 
wi  1  subtract  the  normal  tax  exemption  from  net  income  and  ent^r  the 
balance  on  line  9.  A  taxpayer  using  the  computation  method,  but 
claiming  actual  deductions,  may  subtract  from  net  income  the  amount 
of  normal  tax  exemption  and  the  amount  of  partially  tax-exempt  inter- 
est in  excess  of  amortizable  bond  premiums  for  the  year  if  any  The 
balance  wdl  be  entered  on  line  9.  «  »ujr. 

« 

TAX  BATES 

52.  A  taxpayer  whose  adjusted  gross  income  is  less  than  $5,000.  and 
who  claims  the^optional  standard  deduction  must  find  his  tax  oi  the 
loiiowmg  lax  I  able,  which  is  taken  from  page  2  of  Form  1040* 


FBIOEBAL  INCOME  TAX  INFORMATION  23 


TUX.  T ABLE 


If  the  ad- 
justed gross 
income  if— 

And  the  number  of  sur- 
tax ^Gemptlons  is — 

U  the  ad- 
justed gross 
Income  is — 

And  the  number  of  smiMxemBlptkm  te- 

■ 

• 

At 

least  - 

But 

1 

2 

3 

4  ' 

D 

or 

am 

At 
ICoSt 

But 
less 
than 

1 

2 

3 

4 

6 

6 

7 

8 

9  or 
more 

The  tax  shall  be 

The  tak  aliall  be 

—  - 

3;o 

£0 

$0 

$0 

$0  i 

22,300  $ 

2,  325  $t 

t64  $S 

^  $1 

64 

$64 

$47 

AO 

AQ 

€47 
4A 

447 
4A 

£47 

48 

#u 

1 

0 

0 

0 

0 

2, 325 

2,350  : 

m  ; 

>69 

69 

69 

48 

45 

40 
40 

%o 
4Q 

49 

COV 

1 

1 

1 

1 

2,  350 

2. 375  ; 

i74  ; 

274  ] 

74 

74 

4y 

4V 

49 

Oi  u 

600 
fi2Ji 

7 
12 

2 

2 

2 

2 

2, 375 

2,400  : 

579  : 

279  ] 

79 

79 

49 

>in 
4J 

c/^ 

40 
Rll 

4Q 

50 

0*JU 

17 

2 

2 

2 

2 

2,400 

2,425  ; 

534  : 

284  ] 

L84 

84 

50 

OU 

OU 

OU 

11 

650 

X  1 

22 

3 

3 

3 

3 

2.425 

2.450  ' 

590 

290  1 

90 

90 

51 

51 

Rl 
01 

01 

ara 
ODU 

fi7*i 

27 

4 

4 

4 

4 

2,  4.50 

2.  475 

395 

295 

.95 

95 

51 

01 

R1 
01 

UX 

51 
.12 

Xfia 

f  Uw 

32 

4 

4 

4 

4 

2.  475 

2.600 

400 

300 

200 

100 

CO 

CO 

R9 
0« 

13 

53 

#UU 

J 

B8 

5 

6 

5 

5 

2,500 

2, 625 

405 

305 

205 

105 

00 

00 
U 

03 
Rl 

00 
14 

54 

6 

6 

6 

6 

2,  525 

2,550 

410 

310 

210 

110 

54 

04 

0* 

1  OU 

775 

Win 

43 
48 

6 

6 

6 

6 

2.550 

2.  575 

415 

316 

215 

lie 

115 

*14 

't4 

54 

54 

55 

Ti9 

63 

7 

7 

7 

7 

2,575 

2, 600 

421 

321 

221 

121 

00 

00 

00 

00 

ft50 

58 

8 

8 

8 

8 

2,600 

2, 625 

426 

326 

226 

126 

•  00 

OD 

RA 

KA 

00 

fi6 

IB 

56 
56 

64 

8 

8 

8 

8 

2,625 

2,650 

431 

331 

231 

131 

00 

00 

00 

S75 

69 

9 

9 

9 

9 

2. 650 

2.  675 

436 

336 

236 

136 

Si 

oi 

*^7 

17 

57 

58 

ft7"l 

QOO 

74 

10 

10 

10 

10 

2,  675 

2,  700 

441 

341 

241 

141 

CQ 
08 

Oo 

00 

18 

JO 

68 

025 
9iS0 

1  ^ 

79 

10 

10 

10 

10 

2,700 

2, 725 

446 

346 

246 

14b 

58 
cn 

08 

cn 

cut 
Oo 

RQ 

1ft 
1Q 

wo 

fiO 

84 

u 

u. 

11 

11 

2,  725 

2.  750 

452 

352 

252 

152 

59 

on 

OU 

AO 

Ov 

Rn 

0S7 

fin 

60 

vo^J 

1  0(»0 

HQ 

12 

12 

12 

12 

2,750 

2,  775 

457 

357 

2.'7 

l.j7 

60 

OU 

An 

DU 

An 

fin 

60 

0  4  0 

1  J  V'  ■  "J 

**5 

12 

12 

12 

12 

2, 775 

2,800 

462 

362 

262 

lb2 

62 

DU 

OU 

81 

1  fWl 

13 

13 

13 

13 

2,800 

2.825 

468 

367 

267 

167 

67 

A1 
01 

A1 
01 

Oi 

62 

IfXJM 

100 
105 

14 

14 

14 

14 

2,825 

2,850 

473 

372 

272 

1  TO 

172 

•70 

fi9 

62 

R3 

1  ,\)D\J 

1  075 

110 

14 

14 

14 

14 

2,850 

2.875 

479 

378 

278 

178 

78 

AO 

oz 

0^ 

fia 

WI 

63 

1  (17*1 

1  100 

115 

15 

15 

15 

16 

2,875 

2,900 

485 

3S3 

283 

183 

83 

DO 

Do 

Do 
ft4 

\>o 
fvi 

12(1 

20 

16 

16 

16 

2.900 

2. 925 

490 

388 

288 

188 

88 

HA 

W. 

AA 
04 

AA 

D^ 
A4 

Ivi 

126 

26 

16 

16 

16 

2, 925 

2. 950 

496 

393 

293 

193 

CA 

04 

04 

D* 
ftl 

ftfi 

t  icn 

I.ISU 
1  I7R 

1  17'i 

1  9!nfi 

131 

31 

17 

17 

17 

2. 950 

2, 975 

502 

398 

29S 

198 

98 

AR 
AA 

AR 
00 

AA 

DO 
fiA 

WO 

M 

Iflf  0 

1,  iS\ni 

XuX 

136 

36 

18 

18 

18 

2.975 

3,000 

607 

403 

303 

203 

103 

06 

00 

A7 

OD 

R7 

w> 

fi7 

1  OO'i 

1  225 

1 

141 

41 

18 

18 

18 

3,000 

3,050 

516 

411 

311 

211 

111 

111 

AT 
07 

AO 

0/ 
AS 

D/ 

B8 

1  f£jbO 

1.T  1. 

146 

46 

19 

19 

19 

3.  050 

3. 100 

527 

422 

322 

222 

122 

08 

DO 

m 

uo 

fiO 

1  ovt 

1  97t 
1  lltO 

1*12 

52 

20 

20 

20 

3, 100 

3, 150 

53S 

432 

332 

232 

132 

AH 
OW 

AD 
OW 

71 

Dw 
71 

uv 

71 

1  97l( 

1,  OVj 

XOil 

67 

ao 

20 

20 

3, 150 

3,200 

549 

442 

342 

242 

142 

71 

/ 1 
70 

f  X 
•79 

f  X 

79 

i,oUU 

1,  OAU 

1  ^fiO 

162 

62 

21 

21 

21 

3,200 

3,250 

661 

453 

353 

253 

«  rO 

153 

7J 

i£ 

lA 

73 

1  V>ti 

■  IfOZO 

lfi7 

67 

22 

22 

22 

3,  250 

3.  300 

572 

463 

363 

2b3 

loo 

to 

c 

7^ 

7R 

#  0 

7R 

f  4* 

71 

1  ^tif\ 

1  '^7*1 

If  Oi  o 

1  400 

XU  1 

172 

72 

22 

22 

22 

3,  300 

3,  350 

5H3 

473 

373 

273 

173 

/5 

70 

/O 

f  0 

76 

1  V7^ 
ifOfO 

1,  ^VAi 

1  491 

177 

77 

23 

23 

23 

3, 350 

3.  4U0 

594 

484 

384 

284 

1  Oil 

184 

Q  1 
84 

7R 
#D 

77 

7fi 
77 

1  V/ 

77 

1  Af\f\ 

1, 

1 

X  i  1 

183 

83 

24 

24 

24 

3, 400 

3,  450 

606 

496 

394 

294 

194 

94 

/  / 

/  / 

70 

1,4Z0 

1,  TijU 

I  47 

188 

88 

24 

24 

24 

3,  450 

3,500 

617 

507 

404 

304 

lU^ 

7Q 

/  it 

79 

AH 

*  v 

ftO 

1  A  c.n 
l,4oU 

1 ,  4  ( 
1  ^tOII 

143 

93 

25 

25 

25 

3,500 

3,  550 

628 

518 

415 

3U 

Alt 

215 

lis 

lio 

oU 

ov, 

A9 

ft2 

1,4/0 

i,  OUU 

198 

98 

26 

26 

26 

3.  550 

3.600 

639 

529 

426 

325 

225 

1  OR 
IZO 

OA 

83 

■f  COK 

1  525 

1  KKt) 

203 

103 

27 

27 

27 

3,600 

3,  650 

651 

541 

435 

335 

235 

136 

83 

83 

84 

84 

If  0^0 

I,  OOU 

lOR 

27 

27 

27 

3,650 

3, 700 

662 

552 

446 

PvlC 

24e 

145 

84 

on 

Qfi 

flA 

1 

1  rT 

X,  Oi  o 

214 

XVK? 

114 

at  ■ 

28 

28 

28 

3,700 

3,  750 

673 

563 

456 

35f 

25C 

156 

86 

OC 

oO 

1,  ouu 

219 

119 

29 

29 

29 

3, 750 

3.800 

684 

574 

466 

3fi€ 

26C 

166 

87 

87 

87 
88 

1  fU¥l 

1  625 
1  <\'\C 

224 

124 

29 

29 

29 

3.800 

3. 850 

696 

586 

477 

377 

'  277 

'  177 

88 

88 

1  ROK 

1  ({I'i 

229 

129 

30 

30 

30 

3, 850 

3,900 

707 

597 

487 

38< 

'  28:1 

r  187 

90 

9C 

1  90 
91 

XfOOU 

1,  v<  u 

234 

134 

34 

31 

31 

3, 900 

3, 950 

718 

60S 

49^ 

39" 

*  29" 

'  197 

97 

91 

1,675 

1,700 

239 

139 

39 

31 

31 

3. 950 

4,000 

729 

619 

509 

4i> 

<  SOS 

i  20? 

108 

9:; 

I  92 

1,700 

1  TOR 

1,725 

1  TV 

245 

14f 

>  45 

32 

32 

4.  000 

4.050 

741 

631 

521 

\\> 

S  3U 

i  21^ 

118 

9^ 

I  94 

I,  lOl. 

>  250 

15( 

»  50 

33 

33 

4.  (m 

4, 100 

752 

642 

532 

42* 

}  32J 

3  22£ 

1  129 

9< 

)  96 

use 

1,77J 

15^ 

)  55 

33 

33 

4, 100 

4, 150 

763 

653 

543 

43< 

3  33* 

)  23f 

»  139 

9f 

}  96 

1,775 

1,80C 

►  255 
)  260 

16( 

)  60 

34 

34 

4, 160 

4,aoo 

774 

664 

554 

44 

3  34 

3  24( 

}  14S 

9i 

?  98 
3  99 

1,8W 

1, 82; 

16. 

>  65 

35 

35 

4.200 

4.  250 

786 

676 

666 

4ft 

0  3& 

0  26( 

)  16C 

)  9* 

1,82J 

»     1, 85( 

)  265 

17 

I  71 

35 

35 

4.250 

4,300 

797 

687 

577 

47 

0  37 

0  27( 

3  17( 

)  101 

O  100 

1,85C 

)  1,87. 

)  271 
)  27^ 

171 

5  76 

36 

36 

4,300 

4,350 

808 

698 

588 

4» 

0  38 

0  28( 

3  m 

)  10 

2  102 

)  1,90( 

18 

I  81 

37 

37 

4.350 

4.400 

819 

709 

599 

49 

1  39 

1  29 

1  191 

L  10 

3  loa 

4  104 

1,9a 

)  1.92, 

5  28] 

)  18 

3  86 

37 

37 

4,400 

4,460 

831 

721 

611 

50 

1  40 

1  30 

1  20 

I  10 

1  106 

1,92. 

5  1,95< 

3  2S( 
5  291 

I  19 

1  91 

3S 

I  38 

4,  45C 

4,500 

842 

732 

622 

51 

2  41 

1  31 

1  21 

I  11 

1,95( 

)  1,97 

)  l*^ 

5  9f 

)  3S 

I  39 

4,50C 

4,  550 

853 

743 

633 

62 

3  42 

2  32 

2  22 

2  12 

2  107 

1,97. 

3  2,001 

3  29( 

2  20 

2  105 

!  3t 

»  39 

4,55( 

)  4,600 

864 

754 

644 

53 

4  43 

2  33 

2  23 

2  13 

2  100 
2  110 

2,00( 

3  2,02 

5  3o: 

J  20 

7  101 

'  4( 

)  40 

4.60( 

)  4,650 

876 

766 

656 

64 

6  44 

2  34 

2  24. 

2  14 

2,02 

5  2,05 

2  21 

2  u; 

I  4] 

I  41 

4,66( 

)  4.700 

887 

777 

667 

55 

7  45 

3  35 

3  25 

3  15 

3  111 

►3  113 

2,05 

0  2,07 

5  31 

7  21 

7  ir 

J  4 

t  41 

4, 70{ 

)  4.750 

898 

788 

678 

;  5e 

18  4e 

►3  36 

3  26 

3  16 

3  114 

2,07 

5  2,10 

0  31 

5  32: 

2  22 

2  12' 

2  4. 

2  42 

4, 751 

3  4,800 

909 

7130 

m 

»  5; 

fO  41 

rs  37 

3  27 

3  17 

4  IS 

L4  115 

2,10 

D  2,12 

7  22 

7  12 

7  4 

}  43 

4,  m 

3  4,850 

921 

811 

70] 

L  6$ 

»1  4$ 

^  38 

4  28 

»4  117 

2,12 

5  2,16 

0  32 
5  33 

3  23 

3  13 

J  4 

^  43 

4,85< 

3  4,900 

932 

822 

7i; 

2  6( 

)2  4? 

H  30 

14  29 

4  K 

4  2C 

M  118 

2,15 

0  2,17 

8  23 

S  13) 

?  4 

4  44 

4,90( 

[)    4, 950 

943 

833 

72: 

3  5( 

H  4C 

A  30 

L6  110 

2,17 

5  2,20 

0  3a 

5  34 

3  24 

3  14 

3  4 

5  45 

4,951 

0  5,000 

954 

844 

73' 

J  6: 

24  6 

15  41 

6  31 

6  21 

2L20 

0  2.22 

0  34 

8  24 

S  14 

S  4 

8  45 

2,22 

5  2.25 

5  »5 

3  2£ 

3  15 

3  '5 

3  4f 

■ 

0  2,27 
5  2,3C 

10  35 

9  2£ 

i9  15 

9  5 

9  41 

r 

Normal  tax  exemption  in  case  of  husband  and  wUe^he^ 
and  wUe,  the  tax  shaO  be  that  detcrm ined  umlwr  fbe  taUe*  ledneea  i>y  »  P«  ceDiow  « 
grot  incoiBg,  bitt  not  toy  awe  ttwm  Oft. 


21 


FEDERAL  INCOME  TAX  INFORMATION 


53.  Other  taxpayers  will  compute  their  tax  at  the  following  rates: 
Surtax. — A  taxpayer  using  the  tax  computation  method  at  the 
bottom  of  page  4,  Form  1040,  will  figure  the  surtax  on  the  surtaa;  not 
income  Qibe  5,  page  4),  from  the  following  schedule  of  rates: 

« 

If  the  Burtax  net  income  is:  The  surtax  is: 

Not  over  $2,000   20%  of  the  surtax  net  income. 

Over  $2,000  but  not  over  $4.000._.      $400,  plus  22%  of  excess  over  $2,000 
Over  $4,000  but  not  over  $6,000-_-      $840,  plus  26%  of  excess  over  $4,000 
Over  $6,000  but  not  over  S8,000„_      $1,360,  plus  30%  of  excess  over  $6,000 
Over  $8,000  but  not  over  $10,000—      $1,960,  plus  34%  of  excess  over  $8,000. 
Over  $10,000  but  not  over  $12,000.«    *  ^,640,  plus  38%  of  excess  over  $10,000. 
Over  $12,000  but  not  over  $14,000_     $3,400,  plus  43%  of  excess  over  $12,000. 


Over  $14,000  but  not  over  $16.000__ 
Over  $16,000  but  not  over  $18,000.. 
Over  $18,000  but  not  over  $20,000— 
Over  $20,000  but  not  over  $22,000., 
Over  $22,000  but  not  over  $26,000. . 
Over  $26,000  but  not  over  $32,000.. 
Over  $32,000  but  not  over  $38,000.. 
Over  $38,000  but  not  over  $44,000.. 
Over  $44,000  but  not  over  $50,000— 
Over  $50,000  but  not  over  $60,000.. 
Over  $60,000  but  not  over  $70,000__ 
Over  $70,000  but  not  over  $80,000.. 
Over  $80,000  but  not  over  $90,000— 
Over  $90,000  but  not  over  $100|000. 
Over  $100,000  but  not  over 

$150,000. 
Over  $150,000  but  not  over 
$200,000. 


$4,260,  plus  47%  of  excess  over  $14,000. 
$5,200,  plus  50%  of  excess  over  $16,000. 
$6,200,  plus  53%  of  excess  over  $18,000. 
$7,260,  plus  66%  of  excess  over  $20,000. 
$8,380,  plus  59%  of  excess  over  $22,000. 
$10,740,  plus  62%  of  excess  over  $26,000. 
$14,460,  plus  65%  of  excess  over  $32,000. 
$18,360,  plus  69%  of  excess  over  $38,000. 
$22,500,  plus  72%  of  excess  over  $44,000. 
$26,820,  plus  75%  of  excess  over  $50,000. 
$34,320,  plus  78%  of  excess  over  $60,000. 
$42, 120,  plus  81  %  of  excess  over  $70,000. 
$50,220,  plus  84%  of  excess  over  $80,000. 
$58,620,  plus  87  %  of  excess  over  $90,000. 
$67,320,    plus  89%  of  excess  over 
$100,000. 


$111,820,  plus  90%  of  excess  over 

$150,000. 

Over  $200,000   $156,820,   plus   91%  of  excess  over 

$200,000. 

54.  Normal  tax. — The  normal  tax  rate  is  3  percent  of  the  amount 
shown  on  line  9,  page  4,  Form  1040. 


CRErnXS  AGAINST  TAX 

55.  If  the  taxpayer  itemized  his  actual  allowable  deductions  and 
claims  the  amount  thereof  on  line  2,  page  4,  Form  1040,  income  tax 
payments  made  to  a  foreign  country  or  possession  of  the  United 
States  and  income  tax  paid  at  source  on  tax-free  covenant  bond  in- 
terest may  be  subtracted  from  the  aggregat(i  surtax  and  normal  tax. 
This  credit  is  not  allowed  if  the  optional  standard  deduction  of  $5Q0 
is  claimed  on  line  2,  or  if  the  Tax  Table  on  page  2  is  used. 

WHERE  TO  FILE 

56.  Returns  and  payments  shall  be  made  to  the  Collector  of  Internal 
Revenue  for  the  district  in  which  is  located  the  legal  residence  or 
principal  place  of  business  of  titie  person  making  the  return;  or  if  he 
has  no  legal  residence  or  principal  place  of  business  in  the  United 
States,  then  to  the  Collector  of  Internal  Revenue  at  Baltimore,  Md. 

Officers,  enlisted  men  and  other  employees  of  the  naval  service  who 
have  no  legal  residence: 

(a)  When  on  duty  in  Alaska  v)ay  file  their  returns  with  the 
Collector  of  Tntornal  Revenue  at  Tacoma,  Washington. 

(6)  When  on  duty  in  the  Hawaiian  Islands,  may  file  their 
returns  with  the  Collector  of  Internal  Revenue  at  Hoiu;)lulu, 
Hawaii. 
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WHEN  TO  PA¥ 

67.  Theamountshownonlinel5,page4,Form  1040,  or  the  amount 
found  on  the  Tax  TaJble  on  page  2,  constitutes  the  1944  tax  and  must  be 
entered  on  line  6,  page  1  of  the  Form.  Amounts  withheld  by  em- 
ployers, amounts  paid  during  1944  on  estimated  tax,  and  overpay- 
ments shown  on  the  1943  return  for  which  credit  was  claimed  against 
the  estimated  tax  for  1944,  will  be  entered  on  Une  7  of  page  1,  and 
subtracted  from  the  total  tax.  The  balance  of  tax  due  wdl  be  shown 
on  Hne  8,  page  1,  and  must  be  paid  in  full  at  the  time  the  return  is 
due  to  be  filed. 

68.  Extension  oj  time  for  payment.— 

(a)  Under  the  provisions  of  the  Soldiers'  and  Sailors'  Civil  Re- 
Hef  Act  of  1940,  as  amended,  a  member  of  the  armed  forces  whose 
ability  to  pay  his  tax  has  been  materially  impaired  by  reason  of 
being  in  the  service,  may  defer  the  pajonent  of  his  tax  (not  the 
filing  of  his  return),  without  penalty  or  interest,  until  six  months 
after  the  termination  of  the  war  or  separation  from  service, 
•  whichever  comes  earher.  A  specific  request  for  this  deferment 
should  be  addressed  to  the  Collector  when  the  return  is  filed. 
The  Collector  may  require  a  financial  statement  from  the  tax- 
payer making  such  a  request. 

lb)  At  the  request  of  the  taxpayer,  the  Commissioner  of  In- 
ternal Revenue  may  extend  the  time  for  payment  of  the  tax  for 
a  period  not  exceeding  six  months  from  the  date  prescribed  for 
the  payment  of  the  tax.  In  such  case,  the  amount  in  respect  of 
which  the  extension  is  granted,  shall  be  paid  on  or  before  the 
date  of  the  expiration  of  the  period  of  the  extension. 

(c)  If  the  time  for  payment  of  the  tax  is  extended  under  (6) 
above,  there  shall  be  collected  as  a  part  of  such  amount,  interest 
thereon  at  the  rate  of  6  percent  per  annum  from  the  date  such 
payment  diould  have  been  made  if  no  extension  had  been  granted, 
until  paid. 

IMPOBTANT 

V 

69.  It  is  important  to  note  that  penalties  are  imposed  for; 

(a)  Failure  to  file  a  return. 

(b)  Failure  to  file  a  return  on  time. 

(c)  Submitting  a  false  return. 

(d)  Willful  failure  to  pay  the  tax. 

It  is  also  unportant  that  the  taxpayer's  name  and  maihng  address 
be  clearly  shown  on  the  return.  ,  .  j 

The  return  must  be  signed  by  the  taxpayer,  or  his  authorized 
agent.   Whero  it  k  a  jwnt  return,  be  sure  that  both  husband  and 

wife  sign  it.  ,       .   •  j 

It  k  not  necessary  for  the  1944  returns  to  be  notarized. 

DECXASATIOm  OF  ESTIMATED  RETURNS 

60.  QmerQl.—As  a  part  of  the  new  ''pay-as-you-go"  system  for  the 
collection  of  income  taxes,  employers  are  required  to  withhold  from 
"wages,"  as  defined  in  the  law,  a  stipulated  part  thereof  for  taxes. 
Ceitidn  incfnne/ including  compensation  paid  to  members  of  the 
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armed  forces  on  active  duty,  is  specificaUy  excluded  from  the  defini- 
tion of  wages  and  is,  therefore,  not  subiect  to  withholdmg.  Other 
types  of  income  not  subject  to  withholdmg  are  interest  on  bank 
accounts,  dividends,  rents,  royalties,  partnership  distributions,  etc. 
In  order  that  persons  receiving  income  on  which  the  tax  is  not  witn- 
held  at  source  may  pay  their  taxes  currently,  it  is  reqmred  that  thev 
make  an  estimate  of  their  tax  for  the  year  and  pay  a  part  of  such 
estimated  tax  each  quarter.  Under  this  system,  aU  taxpayers  ^vill 
be  approximately  paid  up-to-date  for  the  taxable  year  withm  16  days 

after  the  end  thereof.  .      . ,    ,  j       j    *  +v.« 

61  Who  must  ^fe.— Every  mdividual  citizen  and  resident  of  the 
United  States  is  required  to  ffle  a  declaration  of  estimated  tax  (Jjorm 
1040  ES)  for  the  calendar  year  1945  if  he  expects  to  receive  during 

such  calendar  year, 

(a)  Wages  subject  to  withholding  in  excess  of  $5,000,  plus 
$500  for  each  surtax  exemption  to  which  he  is  entitled  except 

his  own  (See  Sees.  48-50):  or  ^  ■    .  .      -.i ,  i  j-  • 

(h)  "Gross  income"  from  sources  not  subject  to  withholding  m 
excess  of  $100,  provided  his  total  "gross  income"  is  expected  to 
amount  to  $500  or  more. 
For  example:  An  oflaoer  or  enlisted  man  whose  total  active  service 
pay  is  less  than  $2,000  and  who  has  no  other  income,  wdl  not  be 
required  to  ffle  a  declaration  of  estimated  tax.    An  officer  or  enlisted 
man  whose  total  active  s^ice  pay  is  $2,000  or  more  wiU  be  required 
to  file  a  declaration  of  estimated  tax,  even  though  his  estimated  tax 

m^'when  toJile—'FoT  the  calendar  year  1945,  declarations  of  esti- 
mated tax  are  due  as  follows: 

If  requirements  for  fiUng  are  met:  Declaration  is  due: 

Before  2  March   — -  —  }5 

Before  2  June   -   l^Umher. 

Before  2  September   -        i^  ian„orv  1946 

After  1  September   January  lam 

For  example:  If  an  officer,  up  to  2  June  1945,  has  not  expected 
enough  income  during  the  entire  vear  1945  to  require  hun  to  file  a 
declaration,  but  on  that  date  such  expected  mcome  is  mcreased  by 
■  reSon  of  a  promotion,  so  that  he  does  faU  within  the  requirements, 
a  declaration  is  due  from  him  on  or  before  15  September. 

In  the  case  of  mambers  of  tiie  armed  forces  on  sea  duty  or  on  duty 
outside  of  the  United  States  at  the  time  a  declaration  is  normally  due, 
the  due  date  is  automatically  postponed  the  same  as  the  date  for 
fiUnff  income  tax  returns  is  postponed  as  set  forth  m  bectjon  ». 

63  What  fo^Ze.— Declarations  of  estimated  tax  should  be  made  on 
Form  1040  ES.   A  husband  and  wife  may  ffle  either  ]omt  or  separate 

ded^rations.  preparing  declarations,  the  declaration 

may  show  either  the  tax  computed  on  '^^^'''''''ffJZr^l 
aggregate  tax  computed  on  separate  incomes.  T^e  ^  J 
o?  a  pint  declaration  does  not  bind  taxpayers  to  the  ffling  of  final 
inconU  tax  returns  on  the  same  bas^.  Taxpayers  may  ffle  a  joint 
declaration  and  then  file  separate  final  returns.  Payments  nuwie  on  a 
ioint  dedaration  may  be  claimed  on  tiiebr  separate  final  roturns  by 
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eitber  the  husband  or  the  wife,  or  "divided  between  them  in  any 
proportion  they  choose. 

A  taxpayer,  whose  estimated  tax  on  an  original  declaration  is  sub- 
stantially increased  or  decreased  as  a  result  of  a  change  in  expected 
income,  deductions,  or  exemptions  should  file  an  amended  declaration 
on  or  before  the  next  filing  date  (15  June  1945,  15  September  1945, 
or  15  January  1946),  following  such  change.  The  amended  declara- 
tion should  be  made  on  Form  1040  ES  and  marked  plainly  * 'Amended," 
and  filed  with  the  same  Collector  with  whom  the  original  declaration 
was  filed.  Any  increase  or  decrease  in  the  estimated  tax  should  be 
spread  evenly  over  the  remaining  mstallments. 

64.  How  to  estimate, — A  taxpayer  can  estimate  his  tax  for  1945  in 
the  same  way  that  the  tax  for  1944  is  computed.  It  is  suggested 
that  the  taxpayer  use  his  tax  for  1944  as  his  1945  estimate  if  it  is 
exp^ted  that  his  income,  exemptions,  and  deductions  will  be  the 
same  in  1945  as  they  were  in  1944. 

65.  Mhere  to  file. — Declarations  should  be  filed  with  the  Collector 
of  Internal  Revenue  with  whom  the  1944  return  is  filed,  or  with  whom 
the  taxpayer  expects  to  file  his  1945  income  tax  return. 

66.  Payment  of  estimated  tax, — The  estimated  tax  is  payable  m 
equal  installments,  the  first  of  which  is  to  be  paid  with  the  declaration. 
For  example:  The  estimated  tax  shown  on  a  declaration  filed  on  15 
March  ^ould  be  paid  in  four  equal  installments;  if  first  filed  on  15 
June,  payments  should  be  made  in  three  equal  installments,  and  if 
first  filed  on  15  September,  the  payment  should  be  made  in  two  install* 
ments. 

The  last  payment  is  due  on  or  before  15  January  1946.  Any 
credit  for  overpayment  of  the  1944  tax  may  be  applied  against  the 
first  installment  of  estunated  tax,  provided  the  taxpayer  indicated 
•  on  the  1944  retiu-n  that  the  overpayment  should  be  so  credited.  A 
taxpayer  may  also  file  his  income  tax  return  for  1945  on  or  before 
15  January  1946,  and  pay  the  actual  balance  of  tax  due  instead  of 
makii^  the  final  installment  pajrment  on  the  estimated  tax. 

In  case  the  due  date  for  paying  one  or  more  installments  of  esti- 
mated tax  is  postponed  because  the  taxpayer  is  on  sea  or  foreign 
service  duty,  the  first  of  the  postponed  installments  is  payable  ou 
the  new  due  date,  and  the  second  and  thbd  postponed  installments, 
if  any,  are  payable  three  and  six  months,  respectively,  after  such  new 
due  date.  In  no  event,  however,  may  the  due  date  for  paying  any 
instidlment  be  postponed  be;^ond  the  due  date  for  filing  the  final 
return  for  the  taxable  year  mvolved. 

67.  Penalties. — A  penalty  of  6  percent  of  the  difference  between  the 
estimated  tax  and  the  actual  tax,  but  not  more  than  the  difference 
between  the  estunated  tax  and  80  percent  of  the  actual  tax,  is  un- 
posed  for  under^timating  by  more  than  20  percent.  This  penalty 
will  not  apply,  however,  if  the  estimated  tax  for  1945  is  computed  on 
an  income  not  less  than  the  income  for  1944  at  1945  rates  and  ^emp- 
tions,  and  if  such  estimated  tax  is  timely  paid. 

For  failii^  to  file  a  declaration  or  faifing  to  pay  the  estimated  tax, 
a  penalty  of  5  percent  of  the  unpaid  amount  of  each  installment  due, 
jjdlis  1  percent  for  each  month  or  part  of  a  month  (except  the  first) 
during  which  such  amount  remains  unpaid,  up  to  a  maximum  of 
10  pere^t  of  the  unpaid  amou&t  of  such  installment,  is  also  imposed. 
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The  same  penalties  for  willful  failure  to  make  a  return  or  for  the 
willful  making  of  a  false  return  are  applicable  with  respect  to  declara- 
tions of  estuuated  tax. 

ABATEMENT  OF  TAX  IN  CASE  OF  DEATH 

68.  Under  the  provisions  of  section  421  of  the  Internal  Rerenue 
Lode,  a  member  of  the  armed  forces  who  dies  while  on  active  duty  on 
or  after  December  7,  1941,  and  prior  to  the  termination  of  the  pr^ent 
war,  shall  not  be  subject  to  Federal  income  tax  on  his  income  received 
during  the  taxable  year  in  which  falls  his  date  of  death.  Further- 
more, any  unpaid  tax  liability  outstanding  against  such  member  of 
tne  armed  forces  at  the  time  of  his  death,  shall  be  canceled  or  abated 
It  the  tax  is  collected  or  paid  subsequent  to  the  date  of  death,  it  shall 
be  credited  or  refunded  as  an  overpayment.  This  abatement  applies 
to  mterest  and  penalties  as  well  as  to  the  tax. 

W.B.Young, 
Rear  Admiral  (SC),  U.  S.  Navy, 

Paymaster  General  of  the  Navy. 
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